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CATASTROPHIC HEALTH INSURANCE

WEDNESDAY, APRIL 8, 1987

U.S. SENATE,
CoMMITTEE ON LABOR AND HUMAN RESOURCES,
Washington, DC.

The committee met, pursuant to notice, at 10 a.1n., in room SD-
430, Dirksen Senate Office Building, Senator Edward M. Kennedy
(chairman of the committee) presiding.

Present: Senators Kennedy, Hatch, Adams, Weicker, Thurmond,
Milkulski, Harkin, Quayle, and Cochran.

Also present: Senator Sasser and Representative Claude Pepper.

OPENNING STATEMENT OF SENATOR KENNEDY

The CualRMAN. We will come to order.

This hearing deals with one of the most important issues facing
the 100th Congress. In my judgment, there is no social problem
more compelling than the need to protect our senior citizens
against the high costs of essential healtﬂ care.

When I came to the Senate in 1963, Congress was in the final
stage of the long and successful pattle to insure elderly Americans
against the intolerable financial burden of serious iilness. Presi-
dent Kennedy was proud of his role as the first President to pro-
pose Medicare. And Medicare did make a huge difference in the se-
curity and health of our senior citizens.

But because of gaps in Medicare coverage and the lack of a cata-
strophic “stop-loss” protection, our Nation’s senior citizens are still
far too often at risk for the loss of a life-time of savings and the
promise of a secure and dignified retirement when serious illness
strikes. Indeed, Medicare today covers less than $4,420. An individ-
ual with a four-month stay will have costs of over $12,000, If that
same individual has previously used up his life-time reserve days,
the cost of a four-month hospital stay would be a sta gering
$20,000. And this total is just for hospital costs: out-of-pocket ex-
penditures for physicians services associated with the hospital stay
are additional.

Medicare’s coverage for physician service has gaps as serious as
its coverage of hospital costs. After an initial deductible of 375 is
paid, Medicare covers 80 percent of recognized charges by physi-
cians. This percentage ic comparable to many excellent private in-
surance plans, but. unlike the better private plans, there is no
limit on how high the beneficiary’s 20 percent can mount. More-
over, many physicians charge more than Medicare’s recognized
charges, and these excess charges are the sole responsibility of the
beneficiary.
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Just as senior citizens are responsible for many costs for services
that Medicare supposedly covers, there are some essential services
that Medicare does not cover at all. Medicare provides not protec-
tion whatever against the potentially high cost of essential outpa-
tient prescription drugs. Medicare’s benefit for putpatient mental
health and substance abuse treatment is so half of the elderly’s
health care costs. On average, our senior citizens must pay the
same high proportion of their limited incomes—15 per cent—to
purchase the health care that they need as they did before Medi-
care was even created.

Let me review the key gaps in Medicare’s acute care benefit
package.

Medicare charges a high deductible for the first day of a hospital
stay. This deductible is now a staggering $520, and would be even
higher except for reforms that I introduced that were adopted in
the 99th Congress. Approximately eight million Medicare benefici-
aries—more than one out of every four—must pay this deductible
each year, and over a million vay it mere than once.

Medicare enrollees are also vulnerable to the extraordinarily
high costs of very long hospital stays. After 60 days of care in a
spell of illness, Medicare beneficiaries are responsible for a co-pay-
ment of $130 par day. After 90 daays of care, Medicare coverage
ends except for 60 lifetime reserve days which carry a co-payment
of $260 per day. Thus, a senior citizen with a three-month hospital
stay will have incurred costs of limited as to be essentially mean-
ingless—despite a significant incidence of these problems among
the elderly. And Medicare does not cover the cost-effective preven-
tive health care that could avert unnecessary illness among enroll-
ees. And of course, Medicare provides only very limited coverage
for nursing home and home health care.

Many senior citizens buy private Medigap policies that fill some
of the holes in Medicare coverage. Other senior citizens are covered
by Medicaid. But 20 percent of all senior citizens cannot afford
Medigap and do not qualify for Medicaid. These senior citizens are
not only extremely vulnerable to high health care costs, they also
have much less access to needed medical care because of their in-
ability to pay. Thus, as the Congressional Budget Office pointed out
in a recent study, senior citizens without Medigap coverage use sig-
nificartly less health care services than those with Medigap, even
though seniors who have Medigap coverage are younger and
healthier than those without supplementary protection.

Even those senior citizens who are able to afford and purchase
private Medigap are not getting the economical health care insus-
ance protection they deserve. Few Medigap policies cover outpa-
tient drugs or mental health care. Many policies do not fully cover
the cost of very long hospital stays. Virtually none cover long-term
care. And, depending on the policy the senior citizen purchases, be-
tween ten and forty percent of every premium dollar buys no addi-
tional protection whatever. Instead, it is invested in sales, market-
ing and administrative expenses, and profit. By contrast, only a
few cents of each Medicare dollar must be used to pay for adminis-
tration rather than health services.

Secretary Bowen has proposed an innovative plan that has ele-
vated this issue to the top of the national policy agenda. He is to be
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cengratulated for this effort and for sticking with his proposal in
the face of often vituperative opposition.

The Bowen plan, however, is actually not a complete solution to
the problem of catastrophic costs faced by the elderly. Most seniors
experiencing catastrophic out-of-pocket costs will not be protected
adequately by the Bowen plan. Because they are low-income, their
out-of-pocket expenses generally reach a catastrophic tevel before
they reach the $2,000 cap. Almost half of all the costs experienced
by those who reach a catastrophic level of ..~enditures, even ex-
cluding long-term care, are incurred for services that are not cov-
ered by Medicare—especially outpatient prescription drugs. Adop-
tion of the Bowen plan as introduced will not prevent pauperiza-
tion of spouses of seniors who must enter a nursing home, and will
not improve the access of low-income seniors to essential care.

I ‘hink it is the obligation of the Congress to pass not only the
Bowen plan but also a number of high priority improvements to it.
The chance to begin to finally fulfill the promise of Medicare may
not come again soon, and we in the Congress would be derelict in
our responsibilities if we did not want the best possible protection
for our senior citizens this year.

I'am hopful that our hearing today will help us identify the steps
that are most urgent.

The Senator from Utah, Serator Hatch, who has been very inter-
ested in long-term care and has introduced legislation on that
ismllle, and who I know is very concerned about this question as
well.

Senator Hatch.

OPENING STATEMENT OF SENATOR HATCH

Senator HatcH. Thank you, Senator Kennedy.

I am happy to welcome the witnesses here. I am certainly
pleased to have you, Senator Sasser, and you, Congressman Pepper,
and look forward to the Secretary of Health and Human Services,
Dr. Otis Bowen, being with us today.

Today’s hearing is an important hearing. I think no issue is more
at the center of our deliberations than catastrophic health care
protection and long-term care, as Senator Kennedy has articulated.
The fundamental question which we in Congress must decide is
what kind of care and assistance should be offered and in what
type of offering or setting should that care be provided.

I am pleased to join with Senator Kennedy at today’s hearings,
highlighting catastrophic heaith care needs of our Nation’s senior
citizens. Our elderly in American suffer from catastrophic illness.
Roughly 4 million elderly Americans suffer from chronic heart or
lung conditions, and many seniors have severe problems because of
stroke, and up to 4 million Americans will suffer from Alzheimer’s
Disease alone. A total of 9 million elderly suffer from catastrophic
illness, and 4 million just from Alzheimer’s Disease.

Examples of financial ruin caused by catastrophic health care
costs are not very hard to find. Today, we will learn from Mrs. Cleo
Bowyer of our own home State of Utah about her husband, a
victim of Alzheimer’s Disease and their struggles to pay his rising
health care bills.
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President Reagan called on Dr. Bowen to report on ways to fi-
nance both public and private sector ways to address the problem
of catastrophic heaith care costs. I have to say that I believe Dr.
Bowen accepted that challenge and has tried to do the best that he
can. And he has prepared a proposal that have brought this issue
the attention it deserves, and I want to commend him for the work
and effort that he and his staff have done.

I do urge Dr. Bowen and all of my colleagues in the Senate that
before we become too preoccupied with the specific details of the
Bowen plan, we must first resolve whether the best solutions to the
costs of catastrophic illness lie in Government or private sector fi-
nancing. 1 believe the answer probably lies in a combination of
both of them.

We must foster our commitment to ensure the financial viability
of the Medicare program. It is the cornerstone in providing elderly
citizens with health care. We must develop a broad program that
urges the private sector to reduce the financial woes that result
when a catastrophic illness hits any particular family. And we
have to support the role of the States in formulating health care
policy for the low-income citizens through the Medicaid program.
And most importantly, we must provide Americans with an alter-
native to institutionalization for those who can be cared for in
their own homes.

So I hope Dr. Bowen will be able to help us on this. My folks in
Utah will not be happy anywhere else but in their own home. That
is where they will be the happiest. And I have hundreds of letters
from them. They want a catastrophic health care proposal that en-
courages the delivery of home care.

Since 1978, Utahans have joined me in advocating for increased
home health care services, and this year, I intend to again join the
charge. I want the Committee’s help, Dr. Bowen’s help, Louise
Crooks’ help as representative of the Americar Association of Re-
tired Persons; Congressman Pepper, I know you have been strongly
working on this with us; and Dr. Brickner, who has been one of the
guiding lights in this country, and others—I hope you will all work
gith me on a new approach to providing health care within the

ome.

I have a draft of the bill and a description of its purposes, and
my suggestion is that we pay for a team of health care profession-
als to provide care within a person’s home. Let them develop an
appropriate treatment plan. Let them work on providing quality
health care services in a cost-effective way. I truly believe that this
approach will be a catalyst in demonstrating effective long-term
care services.

One example of cost savings for home health service can be
found in a Utah program called “Alternatives”. It focuses on per-
sons applying for nursing home admicsions for nonmedical reasons
and has achieved a 25 percent reduction in State expenditures for
nursing home care. Cost per client day in 1978 and 1979 was about
$8 compared to costs of $24 to $33 for daily nursing home care. And
Blue Cross-Blue Shield of Maryland reported a savings of $1.2 mil-
lion in 1982 from that State’s coordinate home health care pro-
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Now, since 1973, they reported a net savings of $6.3 million. So I
contend that home care is effective, and we will get into the ch.rt
over here when Dr. Bowen testifies.

Now, even more importantly, a recent poll usked the American
public what setting they would like to see expanded for health care
delivery. The result was a resounding victory for home health care.
Americans, by a margin of nine to one, prefer home care to institu-
tional care.

So I look forward to working with my colleagues on the Commit-
tee, and with Secretary Bowen as well and the others I have men-
tioned on this new legislation. We have to build a strong bipartisan
coalition to craft a workable solution that continues our families’
and our neighborhoods’ access to the most advanced, beneficial
health care system found anywhere in the world today.

I want to thank you, Mr. Chairman, for holding these hearings.
They are crucial hearings. They are hearings that will make a dif-
ference, I believe, in the lives of millions of people, and I personally
appreciate your leadership in this area.

The CuairMAN. Thank you very much.

The Senator from Washington, Senator Adams.

OPENING STATEMENT OF SENATOR ADAMS

Senator Apams. Thank you, Mr. Chairman.

I want to welcome all of the witnesses here this morning. The
witness list bears testimony to the importance of this subject to the
Nation and certainly to this Committee. And this morning, I want
to particularly welcome the Honorable Claude Pepper, who is from
the House of Representatives, but who I first met in Washington,
D.C. when he was a member of the United States Senate.

Welcome, Senator Pepper. We are pleased to have you as a wit-
ness this morning.

And Senator Sasser, we are so pleased that you could join us this
morning. Your work in this area is well-known, ard we are looking
forward to your testimony.

Mr. Chairman, before hearing from these witnesses, including
the Honoraktle Otis Bowen, the Secretary, who I think should be
congratulated for his efforts in this area and for his initietive in
catastrophic health care, I would like to make several observations.

First, to me it is clear that it is time to protect the elderly
against the high costs of medical care. Medicare was enacted in
recognition of the fact that the elderly simply could not afford the
cost of medical care. Yet today, the average out-of-pocket cost for
health care by the elderly is the same as it was then—15 percent of
their income.

While the health of our senior citizens and our older population
has clearly improved, their ability to absorb the cost of medical
care has not. We must act boldly and swiftly to remedy tuis situa-
tion.

Second, 1 applaud the effort of those who have taken an initia-
tive in shaping a proposal to broaden the benefits available to Med-
icare beneficiaries, particularly in the event of catastropbic illnass.
Under the existing scheme of copayments and deductibles, a pro-
longed hospital stay can spell financial ruin.
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However, it is iinportant to keep in mind that the cost of acute
care is only one of the many costs the elderly must absorb. As the
Chairman pointed out so very well on the charts, the largest out-of-
pocket costs for 75 percent of our senior citizens is the cost of pre-
scription drugs.

We also do not cover many of the cost-effective preventive health
care measures which avert unnecessary illness and can provide our
seniors with a meaningful and worthwhile life.

Third, it is evident that our system of hospital reimfursemment is
forcing hospitals to discharge Medicare patients when they are still
in need of ongoing care. While these patients do not necessarily
need the type of intensive care provided in an acute care facility,
they certainly are not able to care for themselves. Unfortunately,
Medicare offers only limited transitional care benefits, forcing
many to go without care. Congress must consider expanding cover-
1ge for home health care and other effective means of providing
transitional care for our senior citizens.

Finally, it is clear to me that this Nation needs ‘o address the
subject of long-term care for the chrenically ill. No subject weighs
more heavily on the minds of the elderly than the costs associated
with long-term care. I have had personal experience with both
home cave of my relatives and of nursing home care involving both
Alzhein.er’s and chronic illness, which lasted for long periods of
time.

For a person of average means, admission. to a nursing home is
often the first step on the road to poverty. Many people shy away
from discussing this issue because of the costs involved.

Howevzr, I do not believe that in good conscience we can contin-
ue to ignore the plight of the elder]y, who have given so much to so
many.

Mr. Chairman, I am pleased to join with you and the others to
have an opportunity to air these conc>rns, and I look forward to
hearing the testimony from the distinguished witnesses, and I am
very gruieful that the Chairman has started these hearings today.

The CizairMAN. Thank you very much.

The Senator from Connecticut, Senator Weicker.

OPENING STATEMENT OF SENATOR WEICKER

Senator WEICKER. Thank you very much, Senator Kennedy.

I want to first thank you for bringing us to this particular day of
hearings. It has been a long road. You and I have worked long and
hard, way back when, on the subject of health insurance for all
Americans. And then I have to point out that it was Senator Ribi-
coff that, falling short of complete health care for all Americans,
had suggested that at least we address the issue of catastrophic
health insurance; it was one of the last things that Senator Ribicoff
did before he left the United States Senate.

The point that 1 sish to make here, really, is that the matter of
catastrophic health insurance, at least in this Senator’s opinion, is
only a compromise as to what we should be doing in its entirety.

And as such, I certainly hope we do not have an elongated delib-
eration whether in Committee or on the Senate Floor on a compro-
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mise. Catastrophic health insurance is something that should be
enacted and should be enacted now.

I also want to touch upon just for one minute the comments
made by my good friend Brock Adains of Washington, who also
suggested that the issue of long-term health care is something that
ought to be addressed.

The reference that he used was to the elderly of this Nation, and
nobody will argue with that. Bu. I also want to point out, even
though it will not be a subject for this hearing, that I feel very
strongly about the matter of catastrophic health insurance for the
young of this Nation.

We have a situation of probably not many in the way of num-
bers. Believe me, the costs that are involved are staggering even to
the point where parents have to get divorced in order to go ahead
and be eligible under Medicaid for the cost of those young people
who are either in wheelchairs or in beds for their lives—some, even
from the time of birth. Believe me, that is catastrophic also. And
for a Nation that wishes to take care of its elderly, may 1 suggest
also that we have always invested in our young people. I am not
going to dilute the importance or the direction of this hearing by
spending further time on it, but it is something I intend to intro-
duce before the Congress of the United States this year.

So Mr. Chairman, again, thank you for making possible the pas-
sage of legislation such as this in this session of the Congress. Like
you, I have been frustrated over the past several years that we
have not addressed this, and I am delighted that you have raised
the matter, that you have giver. an opportunity for passage, but I
am also grateful that Secretary Bowen has gone ahead and carried
the ball within the Administration. I fully intend to support both
the efforts of the Committee and the efforts of *he Secretary.

The Chairman. Thank you, Senator Weicker.

I might just recall, since you mentioned the needs particularly of
children, a hearing that we had a number of years ago whe.e we
were listening to some parerts with children who had some very
special needs, and as the Senator from Connecticut pointed out,
under our system we were requiring bankruptcy of those parents
in order that the children could in some instances be institutional-
ized. In our neighboring country of Canada, tiey encourage parents
to take children out of institutions, and a number of families have
taken children out of institutions, and they have arranged a financ-
ing system where they offset the medical bills so that many of
these children are growing up with other children in a family set-
ting, in a home. That family is not personally financially liable
with that kind of an additional burden.

And I thought for a society that puts emphasis on family and
stresses the importance of children an interesting lesson to learn.
So we will 'ook ferward to the Senator’s recommendations in this
area.

Do%s the Senator from South Carolina want to make a state-
ment?

OPENING STATEMENT OF SENATOR THURMOND
Senator THURMOND. Thank y a, Mr. Chairman.
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Mr. Chairman, I want to commend you for conducting hearings
on issues concerniag catastrophic illness. Many of us know family,
friends or neighbors who have suffered a devastating acute care ill-
ness that has destroyed their financial security. Such an iilness re-
quires treatment so costly that families can only pay for it by im-
poverishing themselves.

A catastrophic illness is financially devastating and requires per-
sonal sacrifices that can haunt families for the rest of their lives.

Elderly Americans require more medical care than younger per-
sons. Average health car -~~ding f'r an elderly person in 1984
was $4,200, compared to » .}, :5r & person under 65.

Virtually all of tke elde.., have acute care insurance protection
under Medicare. About two-thirds also have private supplementary
insurance, or Medigap. However, these two types of insurance to-
gether still have some significant limitations in coverage. As a
result, unpredictable health care expenses loom large in the per-
sonal budgets of the elderly.

There are gaps in Medicare as currently st.uctured for acute
care expenses. Hospital coverage is limited. After 60 days of hospi-
tal care, a Medjcare patient begins to make increasingly costly pay-
ments, rising from $130 per day for days 61 through 50, to $260 per
day for days 91 through 150, to the full cost of care for more than
150 days in the hospital.

On top of this, there 15 a required 20 percent copayment for all
physician services covered by Medicare. The Medicare Program
then requires the g.~atest payment from those with the most seri-
ous health problems.

Presideat Reagan is to be commended for calling attention to
this serious problem and for his efforts toward reaching a fiscally
responsible solution.

Mr. Chairman, at this time, I also wish to commend Secretary
Bowen for the important contributions he has made in seeking so-
lutions to this problem. I have been impressed with the fine leader-
ship Secretary Bowen has provided the Department of Health and
Human Services.

Mr. Secretary, we are pleased to have you here today.

Mr. Chairman, while my schedule may not permit you to stay for
the entire hearing, I look forward to reviewing the testimony of the
witnesses today and again commend you for holding these hear-
ings.

"The CHAIRMAN. Thank you very much.

At this point I wiil insert in the record the opening statements of
Senators Harkin, Quayle, and Humphrey and the prepared state-
ment of Senator Cochran.

OPENING STATEMENT OF SENATOR TOM HARKIN

Senator HARKIN. I would like to take just a moment to commend
my colleague from Massachusetts for his leadership in articulating
a national health policy agenda for the 100th congressional session,
and for arranging this very important hearing today.

I would like also to raise an issue I know is of great concern to
the chairman as well: That is the difficulties faced by over 36 mil-
lion disabled Americans in obicining even minimum insurance cov-
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erage. These pevple face, in 2 much exacerbated way, the access,
affordability, and coverage concerns being articulated at this hear-
ing today.

Most of them would be counted among the overall uninsured and
undorinsured population. In addition, people with disabilities are
three times more likely 1o be in poverty; they are significantly rep-
resented among the chronically unemployed with 62 percent of
people with handicaps aged 16 to 64 not in the labor force; and
most fall throcgh many of the presumed health care safety nets
structured at the State and Federal levels.

For those with developmental disabilities who may have access
to private coverage through family members, pre-existing condition
exclusion clauses pose barriers to effective care. Those relatively
few individuals who finally access private coverage often find that
their disability-related health care needs are inadequately covered.
Usually this is a reflection of the serious limitation in the benefit
packages available in the lower paying service sector jobs people
with handicaps are likely to hold:

Mr. Chairman, I know that this is not news to you. I only wanted
to raise the jssue to indicate my support for the catastrophic legis-
lation, and my hope that we keep in mind those individuals—
younger persons and disabled persons not covered by medicare—
who fall outside of the scope of current catastrophic proposals.
Thank you, Mr. Chairman.

OPENING STATEMENT OF SENATOR QUAYLE

Senator QuAYLE. Mr. Chairman, we all know that the President’s
catastrophic health insurance plan is contreversi 4.

In fact, it’s drawn criticism from all quarters almost from the
moment by good friend—Health and Human Services Secretary
Doc Bowen—first proposed the basic idea.

The administration’s proposal has been attacked on the left be-
cause it doesn’t cover the general population or long-term nursing
home care.

It’s been atacked on the right because it expands medicare and
reverses some of the private-sector initiatives in this area.

There is, of course, one thing we all agree on, if only because
most of us have seen for ourselves how a devastating iilness can
destroy the financial security of a family.

We must work to make sure that skyrocketing medical costs
don’t wipe out the life savings of millions of elderly Americans who
live under the ugly specter of catastrophic illness.

I seriously doubt whether anyone in this room would oppose a
plan to provide peace nf mind for these elderly Americans.

But that isn’t the question, Mr. Chairman. The question is } w
we’re geing to pay for that peace of mind.

L:: .2y opinion, the President’s plan is a prudent one That’s why
1 support it. The bill contains no massive spending proposals that
could, over time, bankrupt Medicare and increase the deficit.

There are however, several problems with the administration’s
bill:
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First, I'm not sure our senior citizens fully understand what this
plan will—or will not—cover, cr how their existing “MEDIC AP”
policies would need to be revised to mesh with this plan.

Clearly, there is a great deal of work to be done in educating and
reassuring those who would be served by this program.

Second, the President’s plan does not address two of the fastest
growing segments of health coverage—home health care and long-
term nursing care.

I know that the ranking Republican of this committee, Senator
Hatch, is planning to introduce a home health care bill and I look
forward to working with him.

Lut before we expand the long-term health care debate to in-
clude either of these two areas, I think we need to be realistic
about what we can afford right now.

Third, we need to make sure we don’t blindly rush into a nation-
al health insurance plan that undercuts the very valuable contri-
butions our private sector has made in this area.

And fourth, the President’s plan doesn’t cover other important
costs—prescription drugs and dental costs, to name just two.

Without question, the President’s proposal is a good first step. It
takes us in the direction we need to be going.

My only fear in this debate is that, as we so often do here, we’ll
step off the path the administration has charted for us and take a
few unnecessary and ill-considered detours along the way.

As we put together a catastrophic health insurance package, let’s
not create a program that is equally as catastrophic to Medicare,
the budget deficit and the private health care field.

Mr. Chairman, in closing, I'd like to say that I've already men-
tioned one Hoosier—Secretary Bowen—who has contributed quite a
lot in this debate.

Well, I'd like to take this opportunity tc welcome another Hoo-
sier at today’s hearing—Louise Crooks of West Lafayette, Indi-
ana-—who is also certain to make her mark in this area as the next
President of the AARP.

OPENING STATEMENT OF SENATOR GORDON J. HUMPHREY

Senator HuMpPHREY. Good morning. In my view, the catastrophic
health plan advanced by Secretary Bowen creates the very real
possibility of another runaway, open eixded entitltement program.

Equally distressing is the timing: The Congress will be legislating
at a time when health care inflation is rising—a 7.7 percent in-
crease in 1986—at a pace far in excess of the Consumer Price
Index. This proposal may well exacerbate the situation. And there
are many in Congress wno wish to dramatically expand the Bowen
proposal.

Few seem to look at expanding the already thriving private Me-
dicap insurance system. I urge my colleagues to look into the feasi-
bility of building on the private system now in place, which would
at least be subject to a greater degree of cost control.

{The prepared statement of Senator Cochran follows:]
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STATEMENT FOR THE RECORD

SENATOR THAD COCHRA ™
COMMITTEE ON LABOR AND FUMAN RESOURCES

APRIL 8, 1387

CATASTROPHIC HEALTH INSURANCE FOR MEDICARE BFNEFICIARIES

MR. CHAIRMAL, I COMMEND YOU FOR HOLDING THIS HEARING ON ONE
OF THE MOST SERIOUS ISSUES FACING ELDERLY AND DISABLED
INDIVIDUALS TODAY ~- HOW TO DEAL WITH THE INCREASING COST OF
ACUTE HEALTH CARE. I WAS AN EARLY SUPPOKRTER OF THE CATASTROPHIC
HEALTH INSURANCE PROPOSAL DEVELOPED BY SECRETARY BOWEN, AND 1 AM

PLEASED WITH THE SCOPE AND THE SUBSTANCE OF THAT INITIATIVE.

I AM AWARE, AS 1 AM SURE MOST OF THE MEMBERS OF THIS PANEL
ARE, THAT THE SECRETARY'S PROPOSAL DOES NOT ADDRESS EVERY
POSSIBLE CIRCUMSTANCE OR ILLNESS AN INDIVIDUAL MAY ENCOUNTER IN A
LIFETIME. I DO NOT BELIEVE ANY OF THE OTHER PROPOSALS DO EITHER.

IT DOES, HOWEVER, REPRESTENT A STEP TOWARD ADDRESSING A
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FUNDAMENTAL GAP THAT EXISTS IN THE HEALTH INSURJANCE COVERAGE OF

MANY ELDERLY AND DISABLED AMERICANS.

EVERYONE IS AWARE THAT CATASTROPHIC ILLNESS IS NOT AN -
EXCLUSIVE PROBLEM OF THE ELDERLY, OR THE DISABLED. THERE ARE
YOUNG FAMILIES, WITH CHILDREN; SINGLE PEOPLE WITH LOW-PAYING JOBS
AND INADEQUATE HEALTH INSURANCE; AND MANY OTHER PEOPLE WHO HAVE
EXPERIENCED AN ILLNESS OR HEALTH CONDITION THAT DEVASTATED THEIR

LIVES AND THEIR FINANCES. WE WANT TO HELP THEM TOO.

1 BELIEVE, THOUGH, THAT THE CAREFUL AND CALCULATED APPROACH
IS THE WISE ONE. WE HAVE ACKNOWLEDGED THF PR .BLEM. SECRETARY
BOWEN AND HIS CAPABLE STAFF HAVE PROVIDED THIS COMMITTEE
WITH THE FRAMEWORK TO BEGIN TO LEVELOP THE SOLUTION. THIS
HEARING THIS MORNING IS EVILENCE OF OUR INTERE>T AND CONCERN IN

MOVING FORWARD ON THIS ISSUE.
I HOPE THAT MY COLLEAGUES WILL CONSIDER FAVOR.BLY THE

APPROACH 70 CATASTROPHIC ILLNESS PROTECTION AS PUT FORTH IN S.

592, LEGISLATION THAT IS BASED UPON SECRETARY BOWEN'S PROPOSAL.

ERIC
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We will now hear from our first panelist, our colleague, Senator
Sasser, from Tennessee, who has a very imaginative and creative
program that deals not only with acute care but also long-term
care, and that suggests a very innovative structure—a new Part C
Medicare program. We look forward to his testimony and the testi-
mony of our good friend, the distinguished former Senator and cur-
rent Congressman Claude Pepper, who is the leading spokesman in
our country for all of the concerns of our senior citizens.

I will recognize Senator Saszer first.

STATEMENTS OF HON. JIM SASSER, A U.S. SENATOR FROM THE
STATE OF TENNESSEE; AND HON. CLAUDE PEPPER, A REPRE-
SENTATIVE IN CONGRESS, FROM THE STATE OF FLORIDA, AND
CHAIRMAN, HOUSE SUBCOMMITTEE ON HEALTH AND LONG-
TERM CARE

Senator Sasser. Mr. Chairman, I want to thank you for inviting
me here today, and I want to commend you and the other Members
of this Committee for holding these hearings. And I am especially
pleased, Mr. Chairman, to appear here today with my long-time
friend, Congressman Claude Pepper, who has really led the way for
decades now in fighting for the needs of the elderly in this country.

In my judgment, the single most pressing social issue on our leg-
islative agenda this year is the subject of catastrophic health care.
Now, there is general agreement, I think, on all sides that we have
a very serious problem. There is not, I am sorry to say, general
agreement on the solution.

Mr. Chairman, if we look at this whole matter historically, most
Americans, I think, bieathed a profound sigh of relief in 1985 when
Congress established the Medicare Program. Many Members of this
Committee including yourself, Mr. Chairman, played a very vital
role in the establishment of that very valued and long-needed pro-
gram.

But with the creation of that landmark health care insurance
system, people in the United States for the first time felt that they
could count on adequate healih care in their retirement years. But
today, as has been noted, the elderly are paying as much out of
their out-of-pocket funds for health care as they did prior to he
passage of Medicare.

Now, there is a fundamental paradox in the Medicare Pros,cam.
Medicare, which is the Federal Government’s health program for
the elderly, virtually ignores the most common health care needs
of senior citizens. It offers almost no coverage for chronic or long-
term care services. And this is by far the most devastating expense
facing the elderly, is the cost of long-term care.

And Medicaid, the poverty health program, is the only alterna-
tive for many elderly Americans. And it throws chronically ill citi-
zens of modest means into a very cruel catch-22 situation. They
find themselves, even though they are of modest means, too afflu-
ent for Medic aid benefits, and their health care needs are not cov-
ered by any other Government insurance program..

They find themselves in the situation of having to spend down to
the poverty level in order to get Medicaid protection. Now, because
of tﬁe frustration and the genuine fear created by this vicious

3
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cycle, nearly 70 percent of the elderly in this country have pur-
chased private supplemental policies. They believe that their so-
called “medigap” policies will pick up everything that Medicare
does not pay. And this is perhaps the cruelest hoax of all, because
it simply is not so.

Most medigap policies leave senior citizens vulnerable to the
very problem that they are trying to insure themselves against—
the cost of long-term care.

Now, we have seen, I think, many abuses in the sale of these so-
called medigap policies. In my own State of Tennessee, we are now
uncovering situations where senior citizens have been sold great
numbers of medigap policies, the same individual, and then when
they become eligible or need long-term health care, none of these
so-called medigap policies really meet their needs.

So the conclusion is clear. If we are to offer our elderly full
health care protection and save them from the disaster, financial
disaster, of long-term care, we must expand the Medicare program.
We must close the long-term health care gap.

And that is why, Mr. Chairman, I have introduced legislation
very similar to what Congressman Pepper has introduced in the
House, that restructures Medicare to create a new Part C program.
Now, Part C as outlined in our bills offers the elderly financial pro-
tection against all catastrophic illnesses, including those that re-
quire long-term care.

If this bill becomes law, our seniors will not have to impoverish
themselves and impoverish their children to pay for necessary
health care.

The Part C program also gears Medicare coverage more towards
keeping the elderly healthy. We are talking in terms of prophylac-
tic medicine. It greatly improves our seniors’ access to preventive
care, which can help them avoid lengthy hospital and nursing
home stays.

And finally, and I think equally as i~ 1portant in this day of fiscal
austerity, this proposal is not—I want to repeat, not—a budget-
buster. It entails no increase in Federal expenditures; it would be
financed through existing Medicare funds, through beneficiary pay-
ments, and savings in Federal Medicaid payments to the State.

Mr. Chairman, in December of last year, I held hearings on cata-
strophic illness and its financial impact on citizens of my State.
And in those hearings, Mrs. Dean Carr of Piney Flats, Tennessee
testified about her 92-year-old father who was suffering from
cancer and confined to a nursing home.

He had Medicare, and he had at least one of the so-called medi-
gap insurance policies. But neither of these covered his nursing
home costs, which were running about $2,000 a month. And this
middle-class family quickly found that they were exhausting not
only the residue of their father’s estate, but also their own finan-
cial resources in an effort to care for him.

Mr. Chairman, it is sad to say and sad to hear this. I remember
Mrs. Carr testifying about her father, who ended saying, “I just
pray that no one in this room ever has to go through what we have
gone through, because it simply tears your heart out, having to
serve between your father’s needs and those of your children.”

Q
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But urless we act, I think literally millions of American families
are going to have to face the same kind of heart-rending experi-
ence. Congress does not have the power to ease the physical and
emotional pain of the elderly who need long-term care, but it can
ease the financial pain for families like the: gentleman I have just
discussed.

I submit, Mr. Chairman, that there is a promise implicit in the
50-year history of legislation that began with Social Security. It is a
promise that Americans who have worked hard all their lives will
not end their lives impoverished and a burden on their children. It
means that the elderly will not prefer death to living and being a
burden on those that they love.

In the words of the famous song, “Old Man River”, we do not
want our elderly in the position of being “tired of living but feared
of dying.” And that promise will not be fulfilled until we solve the
problem of long-term care.

Again, Mr. Chairman, I thank you for allowing me to appear
here this morning.

I am going to have to take my leave very rapidly, if I may, be-
cause I was supposed to begin chairing some other hearings about
five minutes ago.

The CHAIRMAN. Thank vou very much, Senator Sasser.

We will look forward to examining your proposal. We wanted to
question you a bit about the financing mechanism, which was enor-
n}xlonsly interesting, but maybe Congressman Pepper could address
that.

Congressman Pepper, we are delighted to have you, and we look
forward to your testimony.

Mr. PeppeR. Mr. Chairman and Members of the Committee, I am
particularly grateful to you for having me here this morning. I ap-
preciate the privilege very much. I commend my distinguished
friend here, Senator Sasser, for the excellence of the statement
that he has just made.

Mr. Chairman, you know, I feel like I am bringing coals to New-
castle when I come before you and this Committee to talk about
the need for catastrophic health care to protect the elderly and
indeed all the people of our country.

But Mr. Chairman, with the utmost of sincerity, 1 feel it is
proper and honest to say that th: question now is not for us to de-
termine what we should do, but for us to do what we know we
must do in respect to this critical matter And it may be that the
time has come to start voting upon these critical measures to give
the American people, our constituents back home, an opportunity
to pass their own judgment upon the adequacy of our response to
their demands that we have comprehensive health care to protect
all the g}elople of the United States.

Mr. Chairman and Members of the Committee, you remember
the long struggle that was engaged in by Members of this Congress
to get adequate covera,%e for the health care of the people of this
country. My first recollection of any effort of that sort involves a
great Senator from New York, Senator Bob Wagner, who was my
colleague then in the Senate. He offered a comprehensive program
for health care coverage, a social insurance program comparable to
Social Security. Nothing was done about tha.
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In 1945, President Harry S. Truman sent a special message to
the Congress, urging the Congress to pass such a program of com-
rrehensive health care coverage. He also added research and the
ike—hospital facilities, and more things like that—for the protec-
t%:)n of the healtn of the American people. Nothing was done about
that.

In 1946, my Committee on Wartime Health and Education in the
Senate, dealing with the question of why 4 million young men of
draft age were not mentally and physically able to respond to the
call of their country in time of war as draftees, recommended after
a three-year study in the Senate a comprehensive health care pro-
gram of similar character. Nothing was done about that.

Then, along finally came 1965. That was a landmark year, and
we did make some landmark decisions with the enactment of the
Medicare program and the Medicaid program. We surmised—and
several of us were Members of the Congress when that action was
taken—that, if we took care of the old folks and took care of the
very poor, the middleclass could take care of itself. After 22 years
of experience, we have found that is not true.

I know of no better illustration of that than two cases that came
to my attention recently, when my Subcommittee on Health and
Long-Term Care in the House held some hearings on this subject.

I got a letter from a man in Maine, 83 years old. He said, “I am
the loneliest man in the world. My wife of 55 years has Alzheimer’s
disease. Her condition has steadily worsened. I had to put her in a
nursing home.”

He said, “Then, a while later, I had a stroke, and I had to have
one of my legs removed. After that, I had some other health prob-
lems. Now my wife has been in the nursing home for several years,
and I am desperate. What am I going to do? We have almost ex-
hausted our savings of $160,000.”

Now, how many Americans have $160,000 in the bank?

Another man named Howard appeared in person before our
Committee—and incidentally, he told us at the hearing that he
called the White House, and he said, “I am going to appear over
there in the Fouse before Mr. Pepper’s Committee today. I wish
you would send somebody over there to hear what I am going to
say. I think you should hear it.”

Here is what he said. He said, “I was 58 years old. I was in good
health. I had a good job. My wife and I owned a comfortable home.
We had four health insurance policies on cur health and we had
$1?0,000 in the bank. I thought I was all right and my family was
safe.”

And then what happened? He got the same word I got one day:
“Your wife has cancer.” And she had to go irto a nursing home.
He said not long after that he had a serjous <troke. Then not long
after that he had an automobile accident. And he said, “With my
disability, my inability to work, my wife being in a n'.rsing home,
we have just about exhausted our savings of $140 050”’—above the
average for the middle class of our country.

So the truth of the matter is we have learned after 22 years’ ex-
perience that Medicare is not adequate to meet the needs of the
people of the country. It does not cover long-term hospital care,
which is an element in the benefit package of the Bowen bill. We

S
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should cover all the hospital care, of course. However, the Bowen
proposal does rot cover nursing home care, which is the main
demand. It does not cover home care.

The elderly spend $10 billion a year buying drugs. It does not
cover a penny they pay for drugs that they consume out of the hos-
pital. It does not provide any money for eyegiasses or hearing
aids—I wear a hearing aid; they cost $550 apiece. Everybody
cannot afford the hearing aids that they need. The Bowen bill does
not cover any of that.

Dental care is not included. You will see so many of the elderly
people toothless; they cannot eat adequately. They do not have the
money tn buy the dentures that they need. And the Bowen bill docs
- not cover that.

And there is another common sort of an ailment that is mean-
ingful to a lot of the elderly, and that is foot care. It does not cover
an{ of that, either.

know of no better way to summarize the inadequacies of the
Bowen bill than the language of Dr. Edward Campicn of the Har-
vard Medical School faculty, who is also on the staff of the Massa-
chusetts General Hospital. He says, “The current proposal does
very little. For example, lifting Medicare’s 150-day limit would
have affected less than one-tenth of one percent of our patients at
Massachusetts General Hospital. Last year, only 17 patients out of
over 33,000 would have qualified. By contrast, nearly 2,000 patients
were discharged to rehabilitation and chronic hospitals and to
nursing homes, where Medicare support soon vanishes, and the
slide toward impoverishment begins.’

“These ill, frail patients need help beyond acute hospitalization;
they .eed an extension of Medicare that is fiscally sound, but does
not simply rob other benefits.”

And he describes the feeling of some of the elderly by saying,
“Those are the fears of my 83-year-old patient, slowing dying of
chronic rheumatic heart disease, trying to remain in her own
home. Quote, ‘I fear many things, but death is not one of them,’
she said. She feared all those things not covered by the Administra-
tion’s proposal.”

Now, Mr. Chairman and Members of the Committee, I realize
that this is a complex subject. I realize we need much data before
we can act wiselv and exercise sound judgment upon the matter.
But I think the time has come to face the issue squarely. Are we
going to adopt the proposals in principle which are the policies of
all the enlightened nations of the world except the United States
and South Africa, or are we going to remain in that imited catego-
ry of countries with no comprehensive health insurance?

The other day, down in Miami Beach, in my district, I had given
a flag to some of the elderly people at one of the eiderly housing
Erojects. Afterwards, we came in and sat down around the table to

ave coffee. Among the group was a lady from Canada. She said, “I
do not understand how, in the United States, these things that you
say can be true. In my country, none of those costs would be paid
by me; they would all be covered by our health program.” She said,
“I am at a loss to understand why the United States, great, ad-
vanced country that you are, has not adequately met the challenge
of this Canadian program.”




18

Now, what are we afraid of” I do not think there is any doubt
about the need or the people’s demand that we do something ade-
quate. I have got a report here of two polls. One of them was a
recent national poll by the Daniel Yankelovich group, a respected
independent pollster. It found that three out of four Americans,
young and old alike, supported the expansion of Medicare to in-
clude the cost of long-term care. And then, in December 1986, a |
survey sponsored by AARP revealed that 82 perce: t of Americans
age 45 and over favor a Government program to help pay for long- .
term care.

The skeptics say, “Well, it will cost a lot.” I do not care what it
costs, it is less than is paid now by the people of the country under
the present system. And it will ruin nobody. The present system .
ruins one million people a year.

Our Committee has established the fact that one million Ameri-
cans a year become destitute because of having to pay for their
medical care under the present system that we have. Nobody will
be made destitute by any proposal that I know of, certainly not by
mine or Senator Sasser’s or any others.

I think the time has come for us to face up to reality. If we do
not have all the data we need, we should get it. It is better to pass
something in October or January of next year than to pass a bill
that is inadequate now. You and I know very well the tendency of
the Congress, once we have dealt with a subject not to come back
to it for no telling how long thereafter.

We have waited 22 years to enact any meaningful legislation in
the health field since we passed Medicare in 1965. Are we going to
wait 22 more years? How many people are going to die during that
period of time for lack of care?

Let me just tell you one more experience that I had. A little bit
ago, a lady came and sat down at my desk. She said, “Mr. Pepper,
my mother used to work for you in Miami and she is the reason I
came to you. I now live in Houston. I am 35 years old, I have three
children, and I am the source of support for my mother.” She said,
“If you will look in my eyes, you will see the eyeballs have already
turned yellow. I have got a liver disease. I have been to the doctors
and the hospitals in the East. They tel' me that if I do not have a
transplant in the next six or nine months, I will be dead in the
next 12 months.”

“I have been to these hospitals, and they tell me it will cost
$150,000, maybe $200,000 altogether, to have that transplant. I
ggg% (;:(?gn able to raise by solicitations among people of kind heart,

“ Vhat am I going to do? I have come to you and ask you to help

me.’

There was a mother and a daughter, an American citizen, plead-
ing before a Member of Congress to live.

I called up David Stockman. I said, “I have got a critical case
here before me. Is there any program you know of in the Federal
Government under which we can give any help to this lady?”

He said, “I do not know of any. I will check and call you back.”
He did call back and said he didn’t know of anything.

Well, to meke a long story short, that lady had the temerity and
the initiative to campaign all over America. She finally raised
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$120,000—a marvel. She had an operation at the Deacon’s Hospital
in Boston for $120,000, much less than the usual sum that they
charge. She had the operation.

A few days ago, she and her mother came and had lunch with
me over at the Senate Dining Room. She had gzined 60 pounds
from the medicine she has to take to keep the body from rejecting
the transplant. But she said, “Mr. Pepper, your bill will not do me
any good at all.” My bill, H.R. 65, is related to the elderly.

I asked, “Why?”

She said, “Well, because in the first place, I am not 65. Further-
more, it is costing me $1,000 a month to buy the drugs I have to
take to keep the body from rejecting the transplant that I have al-
ready had. I will be dead in a little while if I stop taking that medi-
cine.”

And she said, “Medicare is telling me they are going to stop
fiving me that money because they do not accept a transplant of a
iver as an approved method of medical care.”

I called Dr. Roper at HCFA about it, and you might want to
check into it yourself. They said, “We are waiting on the National
Institutes of Health to give us an opinion as to whether it is an
accepted operation or not.”

Anyway now, here is that lady. Who is going to keep her alive? If
they cut off her $1,000 a month, she says, “I cannot work. I cannot
rely on solicitations indefinitely.” What is going to happen to that
lady? These are just & few cases.

One more. The other day, we had five witnesses before our Sub-
committee. When the catastrophic illness struck these respective
families, every single one of them lived in their own home, they all
had good jobs, they all had a good many thousand dollars in the
bank, they were all living comfortably—good, middle-class Ameri-
cans,

Then catastrophic illness struck each one of those families. First
went the savings and then the homes. I will never forget the agony
with which one elderly woman told us about having to sell their
home. She said, “I had to take care of my husband. We had ex-
hausted our savings. We had no other resources. I did not know
where else to turn. We haa to sell our home. But,” she said, “I dare
not tell my husband that I had to sell our home because it would
break his heart to know that.”

So I am saying that what we are proposing is merely a tax, and
we want the program to be self-supporting. I do not want to add to
the deficit, I do not want to add to the debt. God knows, we have
got enough of that already.

But let us levy the money necessary to pay the bills. Everybody
will be helped and nobody will be hurt by a comprehensive pro-
grain comparable to Social Security that will provide the revenue
with which catastrophic illness will be taken care of for all the
people of America.

Now, in conclusion, Mr. Chairman, my bill, H.R. 65, is compre-
hensive in scope—it covers hospital care, nursing home care, home
care, dentures, drugs, eyeglasses, foot care, and the like. It is com-
grehensive and it is self-supporting. I am waiting now on a report

rom the Congressional Budget Office. I have asked Representative
Stark, who is holding the hearing of the Ways and Means Subcom-
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mittee, not to conclude his decision until he can get the report of
the Congressional Budget Office as to the cost of my bill. So I want
to know what the cost is going to be. Of course, if we need to vary
tha method, I am ready to do that.

I am merely saying, Mr. Chairman, the time has come for us to
face honestly and squarely the magnitude of this challenge. Re-
member, it is not just a theory. It is not just political science. It is
life and death; it is destitution as the only alternative for many of
the people of our country.

So I commend yoar distinguished Committee for the serious
thought that you have given to this matter, and I hope you will
take an advance position. Let us meet this challenge and meet it
honorably.

Thank you, Mr. Chairman.

[The prepared statement of Congressman Pepper follows:]
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STATEMENT OF

CUNGRESSMAN CLAUDE PEPPER, CHAIRMAN,

SUBCOMMITTEE ON HEALTH AND LONG-TERM CARE
OF THE

U.S. HOJSE SELECT COMMITTEE ON AGING

BEFORE THE
SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES
ON

"CATASTROPHIC HEALTH INSURANCE FOR OLDER AMERICANS"

MR. CHAIRMAN. MEMBERS OF THE COMMITTEE. LADIES AND
GENTLEMEN. I WANT TO THANK MY DISTINGUISHED COLLEAGUE AND CHAIRMAN
OF THIS COMMITTEE, THE HONORABLE TED KENNEDY OF MASSACHUSETTS, FOR
THE PRIVILEGE OF LETTING ME TESTIFY ON A MATTER OF IMMENSE IMPORTANCE
TO OUR NATION'S 31 MILLION ELDERLY AND DISABLED, THAT IS THE NEED IN
THIS COUNTRY FOR COMPREHENSIVE CATASTROPHIC HEALTH INSURANCE.

MR. CHAIRMAN. OVER THE COURSE OF THE LAST FOUR YEARS, MY
SUBCOMMITTEE HAS HELD DOZENS OF HEARINGS ON THE ISSUE OF CATASTROPHIC
HEALTH INSURANCE, BOTH IN WASHINGTON, D.C. AND AROUND THE UNITED
STATES. LITERALLY HUNDREDS OF ELDERLY MEN AND WOMEN HAVE APPEARED
BEFORS MY SUBCOMMITTEE TO DETAIL THEIR PERSONAL EXPERIENCES IN COPING
FINANCIALLY WITH A HEALTH CARE TRAGEDY. ELDERLY AMERICANS ARE
AFRAID. EVERY DAY THEY FACE THE DOUBLE-EDGED SWORD OF
EVER-ESCALATING HEALTH CARE COSTS AND CONSTANTLY DECREASING MEDICARE
COVERAGE. EVERY DAY, THEY FEAR GOING BROKE, LOSING THEIR HOME TO A
LONG-TEKM ILLNESS, GOING INTO A NURSING HOME, OR BECOMING DEPENDENT
ON A STRANGER OR A LOVED ONE. MOTIVATED BY SUCH FEAR, MY
SUBCOMMITTEE HAS FOUND THAT SENIOR CITIZENS BUY HOPE IN THE FORM OF
ONE OR MORE INSURANCE POLICIES, NOT REALIZING THAT THERE IS NO PUBLIC
OR PRIVATE INSURANCE POLICY, OR COMBINATION OF SUCH POLICIES, THAT
WILL PROTECT THEM WHEN A CATASTROPHIC TLLNESS STRIKES AND PROVIDE
THEM WITH THE COMPREHENSIVE COVERAGE THEY SO DESPERATELY WANT.

WHILE MEDICARE AND PRIVATE INSURANCE DO A PRETTY GOOD JOB OF
PAYING COSTS ASSOCIATED WITH HOSPITAL STAYS -- VIRTUALLY NO COVERAGE
IS AVAILABLE FOR THE 20 MILLION AMERICANS WHO SUFFER FROM CHRONIC
HEART CONDITIONS, OR THE 10 MILLION AMERTCANS WHO SUFFER FROM CHRONIC
LUNG DISEASE, THE 3 MILLION AMERICANS WHO HAVE ALZHEIMER'S DISEASE,
THE S MILLION AMERICANS AFFLICTED WITH CANCER, OR THE 500,000
AMERICANS WHO HAVE PARKINSON'S DISEASE. IT IS A FACT T..AT ONCE A
PERSON BECOMES SO DESPERATELY ILL THAT THFRE IS NO HOPE OF MAKING HIM
OR HER SELF-SUFFICIENT, MEDICARE AND MOST PRIVATE INSURANCE COME TO
AN END, AND THE PATIENT AND HIS OR HER FAMILY ARE LEFT TO FEND FOR
THEMSELVES. THE SUBCOMMITTEE HAS FOUND THAT LIFE SAVINGS CAN QUICKLY
BE DEPLETED FROM COSTS ASSOCIATED WITH A CATASTROPHIC 1LLNESS -- WITH
LONG-TERM CARE IN THE HCE OR IN A NURSING HOME RANGING FROM $25,000
TO OVER A MILLION DOLLARS A YEAR.

THE OPTION FOR CHRONICALLY ILL AMERICANS WHOST RESOURCES ARE
EXHAUSTID, OR NON-EXISTENT, CAN BE EQUALLY FRIGHTENING. ONE IS
ADVISED TO WAIT UNTIL ALL LIQUID RESOURCES, INCLUDING ONE'S HOUSE,
ARE DEPLETED TO THE LEVEL OF $3,000 FOR A COUPLE AND $2,500 FOR AN
INDIVIDUAL -- AND THEN GAIN MEDICAID ELIGIBILITY.

IN 1987, OVER 700,000 OLDER AMERICANS WILL BE FORCED INTO
POVERTY AND ONTO THE WELFARE ROLLS DUE TO THE CATASTROPHIC COSTS OF
THE HEALTH CARE THEY NEED. ..

WHILE I AM PLEASED THAT THE PRESIDENT NOW AGREES THAT WE MUST
ASSIST OUR ELDERLY AGAINST THE BANKRUPTING COSTS OF A CATASTROPHIC
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ILLNESS, I AM SHOCKED THAT HE WOULD KNOWINGLY OR UNKNOWINGLY LEAD THE
AMERICAN PEOPLE TO BELIEVE THAT THE PLAN HE ENDORSED WOULD "FREE THE
ELDERLY FROM THE FEAR OF CATASTROPHIC ILLNESS" AND PROVIDE "“THAT LAST
FULL MEASURE OF SECURITY." THAT CLAIM IS SIMPLY NOT TRUE.

THE PRESIDENT'S PLAN SIMPLY COVERS LONG HOSPITAL STAYS --
WHICH LESS THAN 1 PERCENT OF THE ENTIRE MEDICARE POPULATION CURRENTLY
REQUIRES. IN EXCHANGE FOR A $4.92 MONTHLY PREMIUM, MEDICARE WOULD
COVER AN UNLIMITED NUMBER OF DAYS IN A HOSPITAL, WITH EACH MEDICARE
BENEFICIARY PAYING NO MORE THAN $2,000 EACH YEAR IN COINSURANCE AND
DEDUCTIBLES. SIMPLY PUT, HIS PLAN WOULD HELP ONLY 3 PERCENT OF THE
TOTAL MEDICARE POPULATION. A POLICY EXPERT FROM HARVARD TOLD MY v
SUBCOMMITTEE LAST WEEK THAT THE WHITE HOUSE PLAN WOULD HELP ONLY
ABOUT ONE~TENTH OF ONE PERCENT OF ALL MEDICARE F2TIENTS AT THE
MASSACHUSETTS GENERAL HOSPITAL. THE PRESIDENT'S PLAN WOULD NC ¢ COVER
THE HEALTH CARE COSTS FOR VICTIMS OF ALZHEIMER'S. PARKINSON'.,
HUNTINGTON'S, CHRONIC HEART OR ARTHRITIC PROBLF * , C.NCER AND THE -
LIKE. HIS PLAN WOULD NOT COVER LONG-TERM CARF 1E HOME OR IN A
NURSING HOME -- WHICH IS THE REAL CATASTROPHE .{” OLDER AMERICANS.
IT DOES NOT COVER PRESCRIPTION DRUGS WHICH COST OVER $10 BILLION
ANNUALLY. IT WILL NOT COVER HEARING AIDS WHICH AVERAGE AROUND $500
EACH. HIS PLAN WOULD NOT COVER EYE CARE, FOOT CARE, DENTAL CARE,
PHYSICAL EXAMS.

I HAVE RECEIVED THOUSANDS OF LETTERS FROM SENIOR CITIZENS
ACROSS AMERICA SINCE THE PRESIDENT'S ANNOUNCEMENT ON CATASTROPHIC
HEALTH CARE. NOT ONE LETTER HAS COME FROM THE VICTIM OF A LONG AND
UNCOMPENSATED AOSPITAL STAY, ALTHOUGH I UNDERSTAND THAT YOU WILL HEAR
TESTIMONY FRC { SEVERAL TODAY. SADLY, MOST WRITERS BELIEVE THAT THE
PRESIDENT'S 1ROPOSAL WILL PROVIDE THE ASSISTANCE THEY SO DESPERATELY
NEED. BUT TUE PRESIDENT'S PLAN WON'T HELP THE 83-OLD-GENTLEMAN FROM
MAINE WHO WROTE MZ STATING:

...HERE I SIT THE LONELIEST MAN THAT EVER LIVED.

I HAVE ADMITTED MY WIFE, OF 55 YEARS, TO A NURSING HOME.
SHE HAS ALZHEIMER'S AND I AM CAUGHT BETWEEN A ROEK AND A
HARD PLACE. I CAN NO LONGER PROVIDE THE ROUND THE CLOCK
SHE REQUIRES AND I WILL SOON BE UNABLZ TO PAY THE COSTS OF
THE CARE SHE NOW RECEIVES WHICH HAVE EXHAUSTED OUR $160,000
IN LIFE SAVINGS.

THE PRESIDENT'S PLAN WON'T HELP AN ELDERLY GENTLEMAN FROM
MARYLAND WHO TESTIFIED BEFORE OUR SUBCOMMITTEE SEVERAL WEEKS AGO. HE
SAID,

...IN 1983, MY WIFE WAS STRICKEY WITH CANCER. IN THE YEAR
THAT FOLLOWED PRICR TO HER DEATH, I SPENT OVER $17,000

FOR HER CARE, OF WHICH MY FOUR INSURANCE POLICIES PAID
ONLY $64. MY OWN HEALTH HAS DETERIORATED -~ I SUFFERED A
STROKE, HAVE A LIVER DISORDER AND MY LEG %. RECENTLY
AMPUTATED. I REQUIRE ROUND-~THE CLOCK CARE ALL OF WHICH

IS UNCOVERED BY MEDICARE AND MY INSURANCE. I HAVE ALMOST
EXHAUSTED MY $140,000 IN SAVINGS.

NOW, HOW MANY OLDER AMERICANS HAVE $140,000 OR $160,000 LYING
J20UND? NOT MANY. THESE TWO GENTLEMEN ARE TYPICAL VICTIMS OF
CATASTROPHIC ILLNESS IN AMERICA. THESE GENTLEMEN WEREN'T LIVING ON
THE FRINGES OF POVERTY. THEY HAD SAVED ALL THEIR LIVES. THEY WERE
PROPERLY INSURED. THEY THOUGHT THEY WOULD BE SAFE WHEN A HEALTH
PROBLEM AROSE, AND THEY, LIKE THOUSANDS OF OTHERS, WEREN'T.
UNFORTUNATELY, THEY WON'T BE HELPED BY THE PRESIDENT'S PLAN EITHER.

ANY SERIOUS CATASTROPHIC HEALTE CARE PROPOSAL SHOULD COVER
NOT ONLY LONG STAYS IN A HOSPITAL BUT LONG STAYS IN THE HOME OR IN A -
NURSING HOME AS WELL. IT SHOULD COVER ILLNESSES LIKE CANCER,
ALZHEIMER'S, PARKINSON'S, HUNTINGTON'S, HEART DISEASE, AND THE LIKE,
THAT DO NOT REQUIRE HOSPITALIZATION AND WHICH ARE LARGELY UNPROTECTED
BY INSURANCE EITHER PRIVATE OR PUBLIC.
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I AM HERE TODAY BECAUSE I BELIEVE THAT FOR THE FIRST TIME IN
MY CONGRESSIONAL CAREER, WHICH SPANS 50 YEARS,; THE PRESIDENT, THE
CONGRESS "AND THE PEOPLE ARE-ALL STANDING ON THE SAME SQUARE. WE ARE
FACED WITH THE RARE OPPORTUNITY FOR REAL, LASTING, MEANINGFUL CHANGE
WITH RESPECT TO THE FUTURE OF HEALTH CARE. WE CANNOT, IN GOOD
CONSCIENCE, WASTE THIS OPPORTUNITY WITH LIMITED REFORM.

1 URGE YOUR CONSIDERATION OF THE CONCEPT OF COMPREHENSIVE
CATASTROPHIC HEALTH CARE (. SRAGE UNDER MEDICARE. I HOPE YOU WILL
REVIEW H.R. 65, WHICH I HAVE INTRODUCED, AND S. 454 -- A COMPARABLE
MEASURE INTRODUCED BY MY COLLEAGUE IN THE SENATE, THE HONORABLE JAMES
SASSER OF TENNESSEE. H.R. 65 WOULD IN FACT PROVIDE OLDER AMERICANS
WITH THE CATASTROPHIC AND COMPREHENSIVE COVERAGE THEY ARE HQiING
FOR. THE BILL PROVIDES COVERAGE FOR LONG OR SHORT STAYS IN
HOSPITAT,, IN THE HOME, OR IN A NURSING HOME. IT WOULD COVER MANY
ITEMS CURRENTLY UNCOVERED BY MEDICARE OR PRIVATE INSURANCE, INCLUDING
DENTAL CARE, EYE CARE, HEARING CARE, AND PHYSICAL EXAMS.

H.R. 65, AND ITS COMPANION BILL IN THE SENATE, S. 454, ARE
DESIGNED TO NOT ADD ONE DOLLAR TO THE FEDERAL DEFICIT. THESE
MEASURES ARE COMPLETELY SELF-FINANCING. THEY WOULD CALL FOR A MORE
SENSIBLE AND EFFICIENT MANAGEMENT OF OUR HEALTH CARE DOLLAR AND
HEALTH CARE SERVICES. THESE BILLS BUILD ON THE SUCCESS OF THE KAISER
PERMANENTE GROUP IN OREGON WHICH IS PROVIDING COMPREHENSIVE CARE
WITHIN THE COSTS OUTLINED IN S. 454 AND H.R. 65. THEY BUILD UPON THE
SUCCESS OF THE ON-LOK PROGRAM IN SAN FRANCISCO WHICH HAS BEEN ABLE TO
PROVIDE MORE COMPREHENSIVE CARE WHILE ACTUALLY REDUCING THE COST TO
THE FEDERAL GOVERNMENT AND THE STATES. AS YOU MAY KNOW, THE
CONGRESSIONAL BUDGET OFFICE IS CURRENTLY PREPARING A COST ANALYSIS OF
MY BILL. WE HOPE TO HAVE THEIR REPORT IN THE COMING WEEK.

SUCH A COMPREHENSIVE PACKAGE OF BENEFITS WOULD BE FINANCED,
IN PART, BY THE AMOUNT MEDICARE PAYS NOW FOR SERVICES UNDER PARTS A
AND B OF THE PROGRAM, AND IN PART, BY THE AMOUNT MEDICARE
BENEFICIARIES CURRENTLY PAY FOR PARTICIPATION IN PART B OF THE
MEDICARE PROGRAM (17.90 A MONTH) AND THE AMOUNT THEY SPEND PER MONTH
ON MEDIGAP INSURANCE (ABOUT $50 A MONTH). IN NO CASE WOULD ANY
SENIOR CITIZEN PAY MORE THAN 10% OF THEIR INCOME ON HEALTH CARE
PREMIUMS ‘IN A GIVEN YEAR. IN ADDITION, STATES WOULD PURCHASE
COVERAGE UNDER THESE BILLS AT A RATE EQUAL TO 90 PERCENT OF THEIR
PROJECTED AVERAGE MEDICAID PAYMENTS FOR THESE INDIVIDUALS IN THE
FOLLOWING YEAR. WHILE H.R. 65 WOULD PERMIT AMERICANS TO GO TO ANY
DOCTOR THEY DESIRED, QUALITY OF CARE AND ACCESSIBILITY OF SERVICES
WOULD BE REQUIRED UNDER THESE BILLS.

MR. CHAIRMAN. NO ONE KNOWS BETTER THAN YOU OF THE DESPERATE
NEED IN AMERICA FOR MEANINGFUL, LASTING, AND AFFORDABLE HEALTH CARE.
I URGE YOU, MR. CHAIRMAN, TO CHAMPION THIS NOBLE OBJECTIVE HERE IN
THE SENATE. HOW LONG CAN AMERICA WAIT? HOW MANY MORE AMERICANS MUST
DIE IN THE ABSENCE OF APPROPRIATE CONGRESSIONAL ACTION.
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The CuairMAN. Thank you.

I think all we could say is “Amen” to that very eloquent and
challenging statement and comment. I wou.d just add a footnote.
As the good Congressman knows, for example, in Canada, they are
spending about 9.6 percent of their GNP. We are almost up to 11
percent. We are spending $450 billion a year, about $50 billion a
year for administration. They have long-term care; we do not. And
the real challenge is the challenge to our humanity and the chal-
lenge to our decency, and 1 think it has been eloquently stated by
the Congressman from Florida.

I have no questions, and I would ask the Senator from Mississip-
pi if he has questions or comments.

Senator CocHrRAN. Mr. Chairman, let me just join you in thank-
ing my good friend Claude Pepper for being here and contributing
to the work of our Committee.

I had the pleasure of serving with him for six years in the House.
It is good to see you again, and we thank you for your friendship
and your guidance.

Mr. Pepper. Thank you, Senator.

The CHAIRMAN. The Senator from Iowa.

Senator HArkIN. Mr. Chairman, I have no questions. I just want
to again join in saying thank you very much, Claude, for all that
you have done for so many years for our Nation. I tell you, you are
truly an inspiration for all of us in this country. And no matter
where I go in Iowa and visit with people, whether they are in re-
tirement homes, or whether they are at congregate meals, no
matter where I go, they always have me carry one word back to
;/)Vashington: Please say hello, and give our thanks to Claude

epper.

Mr. Pepper. Thank you, Senator.

Thc;e CHAIRMAN. The Senator from South Carolina, Senator Thur-
mond.

Senator THURMOND. I do not have anything further, except we
are delighted to have Senator Pepper with us. He has worked long
and hard for many years for the elderly, and we want to commend
him for his great work.

Mr. PeppeR. Thank you, Senator.

The CuairMAN. Thank you very much.

The Senator from Washington.

Senator Apams. I have no questions, Mr. Chairman. I just want
to join in welcoming you here, Claude, and say how much we all
appreciate and how grateful we are to you for carrying on the fight
that you have for so many years.

Thank you, Mr. Chairman.

The CuairMAN. The Senator from Maryland.

Senator MixuLski. Well, Congressman Pepper, you certainly
have added some salt to this hearing, and we appreciate your com-
ments.

My own father has Alzheimer’s disease and is currently incapaci-
tated in a nursing home. So I share with you the grief that occurs
in these situations. As you know, Senator Kennedy and myself and
Henry Waxman have introduced legislation on spousal impoverish-
ment that would protect the family income of people f cing long-
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term care, and we hope we have your support on that and many
other issues.

Mr. PepPeR. Mr. Chairman, may I just say this in respect to Alz-
heimer’s. Perhaps you are already aware of the fact that in the
House last session, in the reconciliatior bill, Mr. Henry Waxman
put a provision in there for five regional centers for research in
and treatment of Alzheimer’s disease.

Senator Gore and I have previously introduced legislation to pro-
vide 20—we think is the riggt number that we should have.

I got Mr. Waxman to add five more, so there are ten. And I hope
we can add to those ten to get the number that we require.

Mr. Chairman, let me just say how proud I am to see three of my
recent colleagues in the House who have been promoted over here
to your body, sitting here this morning.

e CHAIRMAN. The Senator from New Hampshire.

Senator HumMpPHREY. Am I allowed to make a statement here? I

have got a very brief statement.
P The ChHammmaN. No. We just want to question Congressman
epper.
nator HUMPHREY. I would just say good morning, that is all.
Thank you.

Mr. PeppER. Thank you.

Thank you very much, Mr. Chairman.

The CHAIRMAN. We thank you very much, Congressman Pepper.

Senator HARKIN. Mr. Chairman, I am sorry, I have to be leaving
shortly, and I just wonder could I get a statement ir the record?

Th2 CHAIRMAN. Yes, without objection, it will be so ordered.

We will have Dr. Bowen, the Secretary of HHS, as our next wit-
ness.

Dr. Bowen, we want to welcome you very much to our Commit-
tee. You have appeared here before, and we are very grateful to
you. I think all of us are very - 1indful of the very important lead-
ership that you have been providing to address some of the very
significant health issues of t’l:lis country. We know that they are in
some instances, controversial, but they are, I think, a very impor-
tant challenge for our people, and that challenge is whether we are
going to be humane and decent to many of our senior citizens. We
know you have given a great deal of thought to this, and we know
you are very much invoived in this issue: you come as a doctor, but
also in your own State as a Governor, so you have a very special
insight into this, and we are very, very grateful to you for your
presence here today.

We recognize someone eise at the table, and if you would like to
introduce him, he is no stranger to this Committee—or I might
yield to my friend and colleague from Utah to make an introduc-
tion of one of our witnesses here.

Senator HarcH. Well, thank you, Mr. Chairman. That is awfully
gracious of you.

Let me welcome you also, Dr. Bowen. It has taken a lot of guts
and intelligence and work for you to come up with this proposal,
and we appreciate the efforts you have put in.

I would also like to introduce Thomas Burke, who is with you,
who has played a great role in this, and of course, our own former
Staff Director on the Senate Committee on Labor and Human Re-
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sources, Ron Docksai. We are happy to see you back, Ron, as a wit-
ness. I know Senator Kennedy will treat you with utmost defer-
ence, but I am going to really work you over today if I get a
chance.
Mr. Docksal I am used to it, Senator Hatch. [Laughter.]
The CuairMAN. Working for you.
Senator HatcH. Yes. It is very tough working for me, that is for
sure.
But we are really happy to welcome all three of you. We are very »
proud of the record that you are compiling at the Department of
Health and Human Services, and we just want to let you know how
much we appreciate the things that you have done to cooperate
with this Committee to help us all to do a better job. -
The CHAIRMAN. Secretary Bowen, please proceed.

STATEMENT OF HON. OTIS R. BOWEN, M.D., SECRETARY OF
HEALTH AND HUMAN SERVICES, WASHINGTON, DC, ACCOMPA-
NIED BY THOMAS BURKE, CHIEF OF STAFF, AND DR. RON
DOCKSAI, ASSISTANT SECRETARY FOR LEGISLATION

Secretary BoweN. Thank you very much, Mr. Chairman, Senator
Hatch, and distinguished Members of the Committee.

Thank you for the opportunity to discuss the Administration’s
proposal for insuring the retired and the disabled in our society
against the risk of ¢ .tastrophic, acute health care expenses.

With me today, as you have just said, is my Chief of Staff, Mr.

Thomas Burke, and my Assistant Secretary for Legislation, Dr.
Ron Docksai. Both served on the Department’s Task Force on Cata-
strophic Health Care, and they are here to assist me.

Health care expenses have been a personal concern of mine for
many years, and became my number one priority when I assumed
my current responsibilities as Secretary of Health and Human
Services. They are also of great concern to the President, who has
pursued catastrophic protection both as Governor of California and
now as President.

This is a particularly special day for me. While I have appeared
before the Congress several times to discuss the contents of my
report to the President on catastrophic illness, this is my first op-
portunity to discuss S. 592, the Medicare Catastrophic Illness Cov-
erage Act, introduced by Senator Dole on February 26th.

And thank you, Mr. Chairman, for your early support of our pro-
posal. We are equally grateful to Senators Hatch, Quayle, Cochran,

Pell and others for their leadership on this particular issue. -

In crafting the President’s proposal, we tried to maintain the
fine balance between the needs of all sectors of society. And for
what it is worth, it has the enthusiastic support of at least two
Medicare enrollees—the President and me.

Now I would like to highlight briefly the steps we took to study
the options for catastrophic protection. Many people and organiza-
tions throughout the country contributed to our work last year.
One major component of our effort was the Blue Ribbon Private-
Public Sector Advisory Committee that I established to solicit infor-
mation throughout the country on the public’s concerns and ideas
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regarding catastrophic health care problems. I am very grateful for
the expert counsel that they have provided us.

The other component of our effort was a detailed analysis of
policy options for catastrophic illness. Department staff consulted
technical experts from around the count%to ensure that all possi-
ble issues and options were considered. Their work is described in
detail in my report to the President, which was also transmitted to
you.

Today, I am here to talk about one part of our effort, and that is
protecting Medicare beneficiaries against catastrophic health care
expenses. But before turning to that, let me underscore that the
other issues we studied—that is, protection against long-term care
expenses and protecting the general population against catastroph-
ic health care expenses—are also important issues. The President
has directed further work on them.

Throughout the development of the catastrophic protection initi-
ative, we have kept in mind the pluralistic nature of our society
and its institutions. I believe it is important to preserve the deli-
cate balance between Federal programs, State and local efforts,
provider responsibilities, and those of individuals. The diversity of
the American health care system helps make it the best in the
world, and this sistem must be preserved.

I now would like to describe for y~u the Administration proposal
and the principles upon which it was based.

Our legislation is structured around three main concepts. First,
we would guarantee up to 365 days of hospital care a year, and
would limit the hospital deductible to two per year. We would
eliminate the “spell of illness” concept and cap total out-of-pocket
costs for basic hospital, physician and aftercare services at a fixed
amount of $2,000 for fiscal year 198S.

Second, we would fully self-finance the catastrophic benefit
through a modest premium added to the current Part B premium.
Third, we would limit protection to those expenses associated with
the current Medicare benefit. We are not proposing to use the in-
troduction of catastrophic protection as a vehicle to add new serv-
ices to the Medicare benefit package.

Both the premium and the stop-loss cap would be recalculated
annually by Medicare actuaries to ensure that the new catastroph-
ic benefit remains fully self-financed and budget—neutral. It would
not result in any intergenerational shift in financing nor be de-
pendent upon general revenues.

The Administration feature added to our original report includes
a carryover provision to allow beneficiaries who incur large out-of-
pocket expenses at the end of a calendar year to carry these for-
ward into the next year and count them toward that year’s cata-
strophic cap. Since no one can time an illness according to the
clock or calendar, having some flexibility _n the benefit in this way
is fair and reasonable, but not without some added cost.

The car%over provision would affect the premium starting in
1989. The Medicare actuaries are in the process of refining their
cost estimates, but this protection if accepted could add as much as
35 percent to the premium for all beneficiaries. Our specific carry-
over provision is just one of many ways to reduce the possible arbi-
trariness of an annual accounting period; there mav well be cther
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approaches which would provide this type of protection at a more
reasonable cost.

The President believes that the mission and purpose of the Medi-
care program should be to provide health insurance protection, in-
cluding catastrophic protection for the retired and disabled. While
there may be ways to modify somewhat our proposal and still
adhere to this view of Medicare, there have been other proposals
put forward that would dramatically expand the catastrophic bene-
fit and alter its very nature, adding to the deficit, raising taxes, or
expanding Medicare coverage.

Medicare provides the basic core services that individuals will
need throughout the course of their lifetimes. There are, and will
continue to be, a significant number of services that can be added
through the private plans. Coverage for eyeglasses, dentures, and
prescription drugs are a few. A great variety of products clearly
can be offered by private insurance.

But why finance the benefit through premiums? As you know,
Medicare involves two separate benefits—a part A hospital benefit,
and z;ai)art B, physician and other providers benefit. The part A
hospital benefit is funded out of a special payroll tax on workers,
and the part B benefit is funded to a large degree—175 percent—by
general tax revenues. In this way, current workers pay the hospital

ills of the retired and disabled. Current workers are contributing
significantly and explicitly to the health care of Medicare benefici-
aries.

Our proposal is based on premium financing of benefits, a cus-
tomary practice in insurance, which would pool the risks widely
and keep premiums modest.

I'know concerns have been raised about the ability of low-income
beneficiaries to afford the added premium for the catastrophic ben-
efit, end I share these concerns. But the Federal Government in
partnership with State and local governments, already has pro-
grams specifically designed to meet the needs of low-income retir-
ees, disabled, anc{ others. These include Medicaid, Supplemental Se-
curity Income, and the Community Health Centers, to name a few.
N of low-income persons are best addressed through these tar-
geted programs.

Why a $2,000 cap on out-of-pccket expenses? The $2,000 figure

itself was arrived at by using the stop-loss coverage we had found
in researching private employment-based group health insurance
coverage, indexed forward to account for inflation. We believe that
a $2,000 out-of-pocket stop-loss is both actuarially reasonable and
adheres to a common sense notion of what a catastrophic expense
is.
Why limit catastrophic protection to the current Medicare bene-
fits package? We looked at different ways to expand the Medicare
benefit. There are a number of services that could have been added
over the past 20-plus years, such as prescription drugs, enhanced
skilled home coversge, a broadened outpatient psychiatric benefit,
or dental coverage. liveryone has a favorite benefit he or she would
like to have covered.

This legislation maintains a core set of benefits and services that
virtually all beneficiaries will need some day. Medicare is a very
good, broad program as it is. It covers hospital stays, nursing home
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care, rehabilitation, home health care, services of physicians, chiro-
practors, podiatrists and others. Maintaining the basic Medicare
benefit represents an opportunity for the private insurance sector
to market benefit packages to those retired and disabled who
demand that kind of protection.

Finally, current budgetary constraints make this an inopportune
time to promote benefit expansions. Budget neutrality is a linch-
pin of this legislation.

Our plan balanced competing goals. We provided a basic Medi-
care benefit package expansion, funded by a premium that is actu-
arially sound and reasonable.

Consideration of any new benefits would be very costly. We urge
that catastrophic protection not be used as a back door for adding
new coverage ;tems. Financing new services through the premium
would increase costs and discourage some people from enrolling.

One final observation. The bill does not include protection
against long-term care costs, and I would be remiss if I did not say
a few words about that. Long-term care is high on my list of prior-
ities in the Department: The President has also expressed his con-
cerns.

It became apparent early in our study and deliberations that
long-term care was also the dominant concern of the people ‘who
appeared before the public-private sector advisory group. It is cer-
tainly a major concern of many American families. And I know it
is a priority of the Congress as well.

Long-term care was not included in the Administration’s bill,
however, because it is a very complex problem which is costly to
solve. It cuts across many sectors and layers of society. Long-term
care involves some medical care services, but the major expenses
involve income maintenance and social service needs.

Today about 80 percent of this nonmedical assistance is provided
by family and friends, that is through the informal help that so
characterizes American society. Any substantial Government inter-
vention will have effects and consequences that are not clear at
this time.

Government funding would, without question, increase costs. But
the effects on the social fabric would also be large. Family struc-
ture and responsibility, community values, intergenerational trans-
fers of assets—these and other societal ramifications need to be
fully explored.

Although long-term care needs are great, and the issues complex,
that does not mean we should do nothing. We have studied the
long-term care issues and plan a number of actions. We will be
working with the private sector to educate the public about the
risks, costs and financing options available for long-term care, and
we will encourage the private insurance sector to develop new long-
term care coverage.

We are, of course, well aware of the continuing interest of this
Committee in improving and making more accessible long-term
care for the elderly. Recognizing y sur legislative leadership in the
glrovision of chronic care, Mr. Chairman, as well as that of Senator

atch and others, I share with both of you the sense of urgency
about the pressing need for action.
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This is why the President has instructed the Treasury Depart-
ment to study proposals to encourage further the development of
the private long-term care insurance market through legislation
providing tax incentives for the purchase of such care by individ-
uals or employers.

I sincerely hope the Congress will address this most important
issue. But I urge you not to jeopardize the Medicare catastrophic
health insurance proposal by burdening it with a long-term care
benefit that Medicare, a health insurance program, is not designed
to cover.

Mr. Chairman, I would like to leave the Committee with a few
final thoughts. Ever since the President brought the issue of cata-
strophic protection into the national spotlight,the public has
become increasingly aware of the gaps in private and public insur-
ance coverage. Your hearing today should help spread the message
even further.

The value of this in itself cannot be overstated. Public demand is
what fuels change and is what will drive improvements to current
insurance packages. As any businessman or woman knows, a
knowledgeable consumer is the best customer.

This is a pluralistic society and we all have our own set of re-
:ﬁ)fnsibillities. The Federal Government need not do all or be all for

people.

We each must do our part: the Federal Government by updating
its programs to reflect longer lifespans and the increasing preva-
lence of chronic diseases; the States, in providing protection against
health care expenses for the low-income, disabled and retired; and
individuals, in adopting healthier lifestyles and behaviors, avoiding
the use of inappropriate or unnecessary services, and planning for
their long-term care needs.

And most important, providers must learn to manage better
health care services. Health care costs remain a major problem
that threatens the Medicare trust funds, State and local treasuries,
employers’ ability to provide health benefits to employees and their
annuitants, and makes health care largely unaffordable for individ-
ual purchasers of services.

Better management of medical services, particularly those in-
volving complex illnesses resulting in catastrophic costs, means
tﬁat more resources will be available for those who truly need
them.

We have an exciting challenge before us, Mr. Chairman, and I
am delighted to be a part of that solution. Qur Medicare Cata-
strophic Illness Coverage Act is a carefully constructed, well-
thought-out piece of legislation, ani I hope Congress will give it fa-
vorable consideration.

I would be happy to respond to questions that you may have, sir.
. The CHairMAN. Thank you, Mr. Secretary, for a very forthcom-
Ing statement.

e will try and run by a seven-minute rule, going back and
forth, and see how well we can do, and I will ask the staff if they
vould watch the time.

Regarding your proposal for a $2,000 cap on the out-of-pocket li-
abilities for Medicare covered services—we have to recognize that
anyone sick enough to accumulate the $2,000 in liability for Medi-
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care covered services probably has had substantial additional liabil-
ity for uncovered services. Our figures indicate that of the elderly
who incur catastrophic costs, more than 15 percent of income spent
out-of-pocket for acute services’ more than 8 out of 10 hit the cata-
strophic level without ever reaching the $2,000 level in out-of-
pocket expenditures.

First of all, do you agree that those are about the figures?

Secretary BowEN. Yes, I would agree those are about the figures.

The CHAIRMAN. So doesn’t this suggest that we should be doing
more to protect the low-income elderly, either by lowering the cata-
strophic cap or by expanding Medicaid eligibility?

Secretary BoweN. I suspect it depends entirely on the amount
that can be afforded. Our plan does cover the costs that I think are
the greatest threat to any catastrophic situation—the hospital bills
and the doctor bills. And if you cover those and lessen that burden,
then the burden for some of the other expenses that could be accu-
mulated would be much less.

The CamMAN. Well, the point I was making is that if 8 out of
10 elderly citizens are going to get to that catastrophic figure
before spending $2,000—and many of those are going to be the low-
income elderly—should we be thinking in terms of either lowering
the cap from $2,000 or expanding Medicaid eligibility.

We know what the earlier response is, and that is the issue of
cost. Let us set that aside for just a moment. Wouldn’t you recog-
nize that, in a perfect world, we should either lower your level of
$2,000 somewhat to try and reach what are the more realistic cata-
strophic costs, or we should do somethirg in terms of Medicaid cov-
erage, particularly for the low-income elderly?

Secretary BoweN. About 13 percent, I believe, of this group are
now eligible for Medicaid, so that leaves another little gap from the
percentage that you have stated.

And yes, if you can throw the money question aside, the answer
would have to be “yes.”

The CHAIRMAN. Let me ask about the problem that we have been
racing regarding the ability of a spouse to continue a decent life-
style when a husband or a wife is forced to go into a nursing home.
Are you particularly troubled by this evolution of spousal bank-
ruptey, where we see the lifetime loss not only for the individual
who may be in the nursing home, but for the spouse also? In many
instances, the well spouses must either sell their homes, or they
are pauperized; it is rather a special problem for our seniors. And I
am just wondering what comment you would make about it.

Secretary BowkN. I think it is a tragedy when the spouse does
have to pauperize himself or herself in order to have nursing home
care for the spouse. That, however, is not part of our program. Ii
deals more with the long-term care issue that we did address in our
original study. Long-term care is under study now by the Treasury
Department to see the impact of what we had recommended on ihe
Federal budget.

The ChairMAN. Well, we obviously will have to deal with the
budget implications. I think both the House and Senate Budget
Committees are t- iing a look at that item. I would hope we might
be able to take some action on this.
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One of the very serious additional burdens has been the problem
with prescription drugs for our seniors. Anyone who meets in a
room with elderly people and asks them to raise their hands about
how many of them are paying, say, $50 a month or more, will find
a high percent of them are spending that on prescription drugs.

We know that prescription drugs are the biggest source of costs
for services not covered by Medicare. Senator Thurmond and I in-
troduced legislation a number of years ago to try and deal with this
issue.

I am just wondering whether you think there is some additional
way we can deal with that very special need, if we can again con-
form with our own budget process. That is a big “if”, but do you

ize some special concerns in paying for outpayment prescrip-
tion drugs? I think this issue is particularly related to efforts to
keep people in home settings, which saves resources in terms of ex-
penditures under the existing programs. It may very well provide
some important savings if we could reach out to them.

What are your views about trying to do something additional
with regard to prescription drugs?

Secretary BoweN. The prescription drug expense is probably the
third-largest expense that the individual might incur in any illness.
Number one, of course, would be the hospital, and number two,
perhaps, the physician, and then the drug problem.

But again, if we can cover at least two ont of those three, which
our plan does, thac relieves the beneficiary of that burden, and
then the other burden does become much less. But if it is afford-
able and doable, then it certainly would be desirable.

The CHAIRMAN. My time is up.

The Senator from Utah.

Senator HatcH. Thank you, Mr. Chairman.

Dr. Bowen, you are a family physician, and many of your fellow
physicians have been telling me that they face every day patients
who could be successfully treated outside of a medical institution or
hospital by getting home care. And, that they could get the home
care at a fraction of cost of what the institutional care is.

So I have put a couple of illustrations up here on home health
care savings. For instance, we had a patient with a spinal cord
injury resulting in quadriplegia. Institutional care costs $23,867 per
month, as represented by the green, and home care for the same
person was only $13,931. So there was as savings of almost $10,000
a month between institutional care and home care.

Looking at the other one there, the $17,783 per month, that was
a patient with a neurological disorder—and these figures are real;
this happens millions of times, all the time—but yet, a neurological
disorder and institutional care was $17,783 per month, compared
with home health care costs of $196 per month—or a savings of
almost $18,000 per month.

Now, the question is, if you were faced with a patient who could
be treated at home, what would your recommendation be? And
how do you answer your fellow physicians when they tell you that
they could do this for a wide variety of patients and have a tremen-
dolus cost savings to the Government as well as the patients them-
selves,
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Secretary BoweN. I have always advocated that the individual
should be treated in the least restrictive environment and of
course, the one that is the most economical. The only question I
would have here “will you get the same quality of care?” If you get
the same quality of care, then obviously the home care would be
much, much more desirable.

Senator HatcH. Well, in some ways, you may have a higher qual-
ity, because they are in an environment that they understand and
they feel at home in, and they are more psychologically and psychi-
atrically secure.

Secre BoweN. Yes.

Senator HaTcH. You have to agree with that, don’t you?

Secre BoweN. That is true.

Senator HatcH. Okay. Well, as you can see, I believe that we can
save a lot of money if we provide a system of home care as part of
our overall health initiative.

One of your programs supported through the Healtl: Care Fi-
nancing Committee was called Project Open. That reported savings
of $138 per participant per month as a result of its long-term
health care delivery services.

Now, I understand that you are awaiting evaluation of that pro-
gram, Dr. Bowen.

Secretary BoweN. Right.

Senator HATCH. And will you let us know when that evaluation
is ready, because we would like to see it. I would like to have what
your opinion is, because it seems to me a savings of $138 per partic-
1£ant per month is very impressive, especially in light of the fact
that by a margin of nine to one, Americans do prefer home care
over institutional care.

Secretary BoweN. We will provide it for the record when the
study is completed.

Senator HatcH. There have been some people who have criticized
our catastrophic health proposal, primarily because it will only
ell\s) a small number of current Medicare beneficiaries.

ow, in your best estimate, what are those numbers? Are they
primerily elderly, or Medicare-disabled, or the ESRD population?

Secretary BoweN. It is a combination of all those you just men-
:;)iémetc_i. There are about 90,000 of the ESRD population who would

nefit.

Senator HatcH. That is the End-Stage Renal Disease program.

Secretary BoweN. That is right; they would benefit. There are
about 3 million disabled, and about 28 million aged who would pay
the premium. And I think all of them would have a great deal
more peace of mind knowing that their life savings would not be
wig:d out as a result of catastrophic illiness. .

nator HatcH. A recent GAO study concerning Medigap policies
concluded that the minimum standards for supplemental Mediga
policies are being me. or exceeded; further, about 75 percent of all
elderly have Medigap policies.

Now, would you mind addressing the charges that your proposal
merely displaces existing private insurance for the elderl_;y and
opens the door to enormous deficits in the Medicare Program?

Secretary BoweN. It is my feeling that the Medigap or insurance
industry would not be “destroyed” or totally replaced as some have
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charged. As I have mentioned, insurers would probably have to
sharpen their pencils and rewrite some of their policies, but there
is still a vast market there. The market would be, of course, for the
$2,4°9 cap and for the things that Medicare doezs not presently
cover. And with all of the publicity and the educational value that
these debates have brought about, it certainly seems to me that it
would open wide the gates for long-term care insurance.

Senator HatcH. Well, thank you. I am concerned about the ad-
ministration of the Medicare home care benefit recommendation by
HCFA. Senator Kennedy and I are writing to you, asking that you
review the denial procedures for home care benefits. The denial
rate has increased from 1.2 percent in 1983 to 6 percent in 1986,
and I have learned from constituents that these policies are hurt-
ing both providers and beneficiaries.

So would you please review this and report back to us what can
be done to reverse that particular trend, if you would?

Secretary BoweN. I am also aware of the concerns that you have
raised, and yes, we shall report back to you.

Senator HATcH. Thank you.

Mr. Chairman, I know my time is up. Let me at this time ask
permission to put a statement by the National Ass:.ciation of Home
care into the record.

The CHAIRMAN. It will be so included.

{The prepared statement of the National Association for Home
care follows:]
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The National Association for Home Care (NAHC) is the largest
professional organization representing the interests of home health
agencies, homemaker-home health aide organizations and hospices, with
approximately 5,000 member organizations. NAHC is committed to
assuring the availability of humane, cost-effective, high quality home
care services to all who require them.

We are especially interested in the issue of catastrophic health
insurance, because the majority of the patients we serve are the frail
elderly who are most in need of financial protection to guard against the
need to impoverish themselves to obtain necessary health care.
Unfortunately, the major proposals for catastrophic coverage currently
under discussion focus on acute care, and do not address health
problems outside the hospital, such as the need for care now mostly met
in nursing homes. Nor do they address the type of services most
elderly Americans desire as an alternative to nursing home care, that is,
care in their own homes. The fundamental health care need of elderly
Americans is not coverage of costly "catastrophic” acute illnesses, but
rather the coverage of the far more costly care nesded for chronic
conditions. According to the Senate Special Committee on Aging, under
the major proposals currently being discussed, 8 out of every 10 dollars
spent on catastrophic illnesses next year would not be covered. Less
than three percent of all Medicare beneficiaries would be aided by
these proposals. Any serious catastrophic health insurance proposal
must protect the elderly against the cost of long term care, and must
include home health care as the first choice for provision of that care
when it is medically appropriate.

_The current Medicare home health berefit is a limited one. It covers
only acute services needed on an "intermittent" basis, that is, daily
visits for a two to three week period, and thereafter upon a showing of
exceptional circumstances. To be eligible for home health care under
Medic.re, a person must be confined to his or her residence (essentially
homebound), be under the care of a physician, and need part-time or
intermittent skilled nursing services (as opposed to daily 24 hour-a-day
care) and/or physical or speech therapy. If these requirements are
met, a person is eligible for the following services: skilled nursing
service, physical therapy, speech therapy, occupational therapy, medical
social work, and home health aide services.
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I. Congress should enact a meaningful catastrophic benefit
with home health care as its main focus

NAHC recommends that Congress enact a comprehensive catastrophic
health insurance plan which includes improved coverage for both acute
and chronic illnesses.

A meaningful catastrophic home care benefit would require Medicare to
pay for home care up to a maximum of what would otherwise be spent
on the care of a patient in an institution, similar to coverage under the
current Medicaid home and community-based care waivers. Such a
plan would require case managers to determine alternative costs of care
in settings and to coordinate Medicare services with other services
provided in the community, such as adult day care. One example of
such 2 program is the Nursing Home Without Walls program in New
York, where the availability of a broad range of alterative services has
not only maintained the frail elderly in their own homes, but has done
so at an average of 50 percent of the costs that would otherwise be
incurred for the patient in a nursing home.

The Nursing Home Without Walls program coordinates and manages the
delivery of all services to the patient, and the jocal department of social
services monitors the patient's monthly care costs. In addition to
regular Medicaid services, the program also offers medical social
services, nutritional counseling, respiratory therapy, respite care, social
day care, congregate/home delivered meals, moving assistance, housing
improvement, home maintenance, social transportation, personal
emergency response system, and case management. By statute, costs
for the program may not exceed 75 percent of the average monthly cost
of institutional care. As mentioned earlier, despite these additions in
services, the program is saving an average of 50 percent of the costs
that would otherwise be incurred for that patient in a skilled nursing
facility or intermediate care facility.

This is the type of Medicare home health benefit that would be a truly
meaningful clement of a catastrophic health insurance plan.

A less sweeping benefit, which could be provided without the
development of a case management system for Medicare, could be
provided by covering a limited amount of personal care, for example, a
specified number of hours of personal care per week to maintain
functionally impaired individuals in their homes. This type of care




would provide a respite for families to enable them to continue to take
care of older or disabled family members in their homes. It would also
provide sen._ces to persons whose other needs can be met by family
and neighbors where the caregivers may be reluctant or unable to
provide such personal care services as bathing. These personal care
services would supplement current community-based efforts, not
replace them. Such assistance as part of the Medicare program could
increase the situations in which these patients could remain in their
homes rather than being placed in nursing homes.

Financing for either of these enhanced home health coverages should
be through mandatory participation spread over the lives of workers,
similar to current Medicare Part A financing. Such a method would
minimize the impact by distributing the financing over the largest
possible number of individuals in a progressive manner.

I1. Congress should remedy problems with the current
Medicare home health benefit

While working on a meaningful home care benefit to include in
catastrophic health care coverage, Congress should immediately take
steps to remedy problems in the current Medica.e home health benefit
which are limiting access to the benefit for many Medicare
beneficiaries.

Recent policies of the Health Care Financing Administration (HCFA) "to
restrain beneficiary protections, combined with vague and confusing
guidelines for providers, result in reduced access to home health care
for Older Americans”, according to a report by the Senate Special
Committee on Aging.

The report noted that although hospital discharges to home health have
increased 37 percent since prospective payment for hospitals was
implemented, the giowth in home health services since then has slowed.
A 1987 General Accounting Office survey of hospital discharge planners
revealed that 86 percent "reported problems with home health care
placements” for Medicare beneficiaries. 52 percent of those surveyed
cited "Medicare program rules and regulaticns” as "the most important
barrier” to these placements. It is no coincidence that HCFA's own
statistics show that the percentage of home health claims de.ied under
the Medicare program 10se from 1.2 percent in 1983 to over 6.0 percent
in 1986. And this figure does not include the many patients who are
effectively denied Medicare coverage because home health agencies,
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incapable of assuming the costs of non-covered care, avoid Medicare
claims submissions.

Intermittent Care Requirement

As noted earlier, the present HCFA guidelines allow for daily visits for a
two to three week period, and thereafter, visits may be continued upon
a showing of exceptional circumstances. This level of services is often

inadequate to care for more acutely ill patients who are being
discharged from hospitals.

In addition, definitions of what constitutes "intermittent care” vary
tremendously, depending on the fiscal intermediary's (FI's)
interpretation. As a result, Medicare, which is supposed to be a national
program, is not enforced uniformly and what is covered for one
beneficiary in one state is not covered in other state.

A related practice, known as "selective billing,” has served to further
restrict home care coverage for Medicare beneficiaries. If patients are
receiving coverage under Medicare, in many cases they caraot receive
additional coverage from Medicaid or any other payment source
(private insurance, self-pay, Title XX, etc.). For example, if’ patient A is
receiving 3 hours of nursing care and 2 hours of aide care for 3 days a
week paid for by Medicaire, and he or his family wants an additional 2
hours of nursing care on the other 2 days which will be paid by
concerned relatives, Medicare intermediaries will deny the Medicare
coverage, claiming that the patient is exceeding the "intermittent care”
requirement.  This either will result in no care, lim'ted care, cr the
forced institutionalization of an individual whose family cannot sustain
him at home if Medicare refuses to pay its fair share.

Homebound Regquirement

The Medicare homebound guideline allows the patient to ¢ considered
homebound if he has infrequent or short duration absences from the
home primarily for medical tre- -t or “occasioral non-medical
purposes” (e.g., trip to barber, a r ~ around the block).

The current definition in the guid: aterpreted in an inconsistent
and varying manner by fiscal interm....aries. This is especially so in
cases where beneficiaries are leaving their homes tc go out for periodic
adult day care, outpatieat kidney dialysis, chemotherapy and other
similar treatment. Even though the current guideline allows




(TIPERNN
e
S 2y

40 I

beneficiaries to go out for medical reasons, some FIs severely limit
frequency and others do not honor the medical reason exception at all.
In sitations where individuals leave their homes for either medical or
non-medical reasons, individual FIs have their own interpretations as to
what they consider frequent on infrequent, or whether they consider
the patient homebound if he or she leaves home with the aid of an
ambulance or other extraordinary assistance.

Recommendations:
Congress should:

1. Enact a catastrophic health insurance plan with a meaningful
home care benefit as its focus. That home care benefit
should require Medicare to pay for home care up to a
maximum of what would otherwise be spent on the care of a
patient in an institution, similar to Medicaid home and
community-based waivers. A less sweeping benefit which
could be provided without the development of a case
management system for Medicare, could be provided with
Medicare covering a limited amount of personal care per
week, to assist family and community caregivers in
maintaining functionally disabled individuals in their homes.

2, Clarify the definition of intermittent care to include one or
more visits per day on a daily basis for up to 90 days and
thereafter under exceptional circumstances. Daily care
should be clarified to mean seven days per week.

3.  Clarify that a Medicare patient should be able to utilize
additional payment sources without jeopardizing his
Medicare benefit, as long as the care paid for by Medicare is
medically reasonable and necessary. The use of other
payors should not be relevant to determinations of Medicare
coverage.

4 Codify the current homebound guideline and clarify that an
individual need not be totally dependent and bedridden to
be considered homebound.

We urge Congress to act on these issues to maintain the home health
benefit s an increasingly important element in the Medicare program,
and to provide meaningful cat <trophic health coverage to an elderly
population whose health and financial security are both at risk.
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THE CHAIRMAN. The Senator from Washington.

Senator Apams. Thank you, Mr. Chairman. Your questions have
covered most of my concerns. I have just one. On page 6 of your
testimony, you indicate that you have based your $2,000 cap on a
private employment-based group health analysis and that you ar-
rived at $2,000.

What I am concerned about, Dr. Bowen, is we now have a gen-
eration coming on-line and moving rapidly through the economy
that are not making the wages that the generation before did and
do not have the health care packages. And therefore doesn’t this
program with the $2,000 cap fail to take into account in its basic
premise the fact that we will have more and more low-income
people thai will be impoverished by a $2,000 cap as this generation
move through and does not have either the benefit package, which
you have analyzed, or the wage level that they presently have?

Secretary BoweN. I believe there may be a little confusion there
with the under-age-65 group——

Senator Apams. That are coming in. I mean, this is rotating, as
we all know, and a moving target. And what I am concerned about
is the Chairman’s question that a $2,000 cap, you press people into
poverty before they ever reach it. And I am just indicating that I
am hopeful that Xou are in your study taking into account the fact
of the changing demographics of the population that is going to be
flowing into the 65-year-old group that will not have had the pri-
vate health benefit plans as part of collective bargaining, for exam-
ple, nor the wage levels that the study is based on.

Secretary BoweN. One of the parts of our atudy for the under
age-65 group is that we will be working with the States to attempt
to get them to mandate that coverage be offered to the group that
you are talking about who will eventually end up in the Medicare
population.

nator ADAMS. So that the States would be requiring that there
be health plans of some type to protect this group so that they
would have a house or savings or the very things that the present
gﬁneration is exhausting that this new generation may not have
all.

Secretary BoweN. Yes. We are aware that there are 30 million
people below the age of 65 who have no insurance at all, and there
are anoth<~ 10 million who have inadequate insurance. We have
made a number of suggestions on which we want to work with the
States, and one of them is to get coverage for those people who are
uncovered in the employment group.

The great majority of those are either self-employed or working
for employers with only a very small number of employees, and
which do not have the advantages of some of the tax incentives
that the larger companies do. Of course, to accomplish that will re-
quiﬁ sorixe change or legislation at the State level, or even the Fed-
eral lev.l.

We have also recommended that for motor vehicle registratior
for example, that there be a catastrophic clause in the insuran. .
program for motor vehicle accidents, so that the catastrophic ex-
penses from those will be covered.

One of the biggest causes of catastrophic coverage in the below-
age-65 group is due to automobiles, motorcycles and so forth.
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We have also recommended that States form risk pools for those
who are medically uninsurable and that there be some guaranteed
loan programs for the individual who, say, has a pound and a half
baby in a neonatal care center for four months at $1,000 a day.
That individual may not be able to pay immediately, but over a
period of time he or she could. So some innovative programs such
as that will help to reduce the uncompensated care and the cover-
age for these individuals.

Senator Apams. Mr. Chairman, I will not pursue it any further
now, but I would be hopeful that the Secretary or his staff might
submit to the Committee in writing the details that he just testi-
fied about so that we have a picture of the demographics of this
group.

Thank you.

The CHAIRMAN. Maybe we can sharpen that a little bit, because
the owner-operator provisions are very important in terms of the
tax legislation, which works to discourage particularly the smaller
businesses from getting coverage. We know that has been referred
to—I have seen it in your earlier testimony—and I think that is
something we would be very interested in. This issue obviously
falls under the jurisdiction of the Finance Committee, but it relates
to the coverage of smaller businesses.

So I would also like to get your thinking about that and about
the risk pools, because we have had legislation dealing with that
There are more than 10 States that are experimenting with risk
pools at the present time, and other legislation has been introduced
dealing with this subject. Maybe we could inquire for the record
some of your thinking on these areas.

Secretary Bowen. We will supply that.

Senator HATcH. Mr. Chairman, if I could just make one com-
ment, I just want to make sure it is clear—you keep referring to
the catastrophic payments of $5.60 per month as “optional”. As I
understand it, it is only optional if the elderly person opts out of
Part B of the Medicare Program. I think that needs to be clarified.

Secretary BoweN. The part B program, of course, by law is op-
tional, but about 97 or 98 percent of the beneficiaries do take it be-
cause it is a real bargain——

Senator HATCH. Sure. But it really is mandatory to pay the $5.60
unless you opt out of Part B.

Secretary BoweN. Yes, that is right.

Senator HATCH. So it is not really an option.

Secretary BoweN. You are right, yes. It is an option only insofar
as palr;t B is an option, but admittedly again, 97 or 98 percent take
part B.

Senator HATCH. So what we are saying is that the Medicare el-
derly are going to have to pay that in order to have this type of
coverage, $5.60 per month.

Secretary BoweN. Yes, you are right.

The CHAIRMAN. The Senator from Indiana?

Senator QUAYLE. I yield to Senator Thurmond.

Senator THURMOND. Thank you, Mr. Chairman.

Mr. Secretary, we want to welcome you here, and I want to com-
mend you for the fine job you are doing.
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I want to ask you this. Congressman Pepper testified this morn-
ing about a couple of cases, one of Alzheimer’s Disease, in which it
exhausted the family’s finances, and another was a liver trans-
plant. Would this program cover either of those?

Secretary BowEN. Alzheimer’s disease is a chronic disease that
would be covered more by a long-term care-type of catastrophic
coverage, which our particular bill does not address.

The liver transplant in adults is not covered by Medicare because
it is still considered as an experimental type of treatment. It is cov-
ered for infants in what we call the biliary atresia, because it is not
experimental there anymore. But in adults, it is experimental, and
has some questionable results.

Senator THURMOND. I guess the liver transplant would not be in-
cluded on account of the excessive costs of it?

Secretary BowEN. Excess costs, and because the conditions which
destroy the liver ofientimes are such that a liver transplant would
not be curative. For example, cancer of the liver would not be an
effective means of treatment to have a liver transplant.

Senator THURMOND. Should there be any other program to cover
such?as that, or do you feel this is about as far as we can go at this
time?

Secretary BowEN. At this time, I think that that is as far as we
can go, but I will say that the Health Care Financing Administra-
tion %HCFA] has this under study constantly.

There are other transplants wlYnich will be coming on soon. For ex-
ample pancreatic transplants, which are still experimental, but
have high hope of success.

Senator THURMOND. This is not exactly on the subject, but just
what p::)ogress is being made with regard to a cure for Alzheimer’s

Secretary BoweN. There is great progress being made as far as
finding the cause and potential treatment, but I would say it would
be Xears off before there are great strides in reducing the amount
of Alzheimer’s.

Senator THURMOND. So fa~ there has not been found a cause of
the disease up to now?

Secretary BoweN. Not an absolute cause, but they are getting
close to the cause.

Senator THURMOND. Tha..k you very much.

The CuAiRMAN. Just on this point, I will just take a moment.
With regard to question about when treatment ceases to be experi-
mental, it seems to me that those liver transplants have ceased
being experimental. That is an administrative decision that is
made by HCFA. But I just wonder, in following up on the Senator’s
question, if a person would qualify for Medicare, and if those liver
transplants are continuing to be performed, then it is nonexperi-
mental, and I think that it ought to be covered. I know there may
be some difference of opinion on this question, but you are finding
out with new technologies, moving along, that things go from ex-
perimental to nonexperimental.

Secretary BoweN. Right.

The CHAIRMAN. And I think that when treatments cease to be
experimental in the true sense, then they ought to be covered. That
was what was intended in the law.
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Secretary BoweN. When they cease to be experimental, they will
bie ccgered in the same way we advocated coverage for heart trans-
plants.

The CHAIRMAN. Well, do you think, really, the liver transplants
are still experimental?

Secretary BoweN. In adults, yes. And this is not a decision made
totally by HCFA or HHS. We have specialists in transplant who
give advice on this.

The CHAIRMAN. The Senator from Maryland.

Senator MikuLskl. Thank you, Mr. Chairman.

Dr. Bowen, it is a pleasure to welcome you here with your
unique experience of both being a family practitioner and a Gover-
nor. I think you are to be congratulated for giving visibility to the
issue of catastrophic care and generating discussion on the wide
range of catastrophic illness from acute care to transitional care to
long-term care.

In the area of improving the acute care package—and I know
that is the focus of the Administration—the AARP later on today
will be testifying their recommendations to improve the package
that you are recommending to us. I would really like you to take a
look at the AARP recommendsetions. I support these recommenda-
tions and wonder then as we fashion the legislative framework if
you could support these.

They range from a one-hospital deductible per year and elimina-
tion of hospital coinsurance.

I think your proposal is a good starting point, and I would like to
see some improvements in doing that. Do you think there is the
possibility for some flexibility and elasticity in this?

Secretary BoweN. As I have stated many times, I am a little
prejudiced toward our particular study, becatse we spent so much
time on it. I also admit that there are a lot of alterations which
could be made and still meet our tgeneral aims. If you increase the
coverage, lower the number of deductibles, or lower the $2,000
limit, then the premium is ﬁoing to have to go up accordingly. We
chose the $2,000 cap and the low premium because we thought it was
probably the mo:. reasonable and practical balance.

Senator MikuLski. AARP will presenting about six sugges-
tions later on, and I would really welcome you taking them back to
your shop to review and then see if there are those where we could
strike a reasonable balance between coverage and premium.

Secretary BoweN. We will be glad to do that when we see them.

Senator MikuLski. I would also, if I could, take the opportunity
to return to the conversation about spousal impoverishment. It is
an issue in which I have very keen interest, since I am the sponsor
of the one of the bills pending before the United States Senate.

In your analysis dealing with catastrophic care, have you done
studies on the impact of our current long-term care pclicies? In
other words, do you have any studies on how many people are actu-
ally affected by spousal impoverishment; the number of people,
particularly women, that have to turn to SSI because they have
lost their income and their Social Security benefits were below the
poverty line? Have you had a chance to do any work on that?

Secretary BowEeN. Not to my knowledge, but I will make an in-
quiry, and if there have been any studies, we will submit them to
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you. But there are about 1.4 o1 1.5 million in nursing homes at the
present time, and we know there are about 500,000 per year who
spend down to Medicaid levels, so you could almost judge by those
two figures that a considerable percentage of them would have
some spousal poverty.

Senator MikuLski. I know what the numbers are, but I want you
te know what the numbers are and feel a sense of urgency in
moving on our legislation. We know that, as you have indicated on
page 9 of your testimony, that you intend to do an extensive plan
on the long-term care issue.

Secretary BoweN. Right.

Senator MikuLsk:. And we know it is extremely complex. But the
most acute human need right now is the problem of spousal impov-
erishment. And we feel that this is the session, along with your cat-
astrophic care, to be able to do something about it.

Secretary BoweN. It would be desirable.

Senator MikuLsk1. Which also takes me to another point, which I
do not think would cost much money but would be improved in
management. I know that people like yourself and myself believe
in self-help, self-reliance and planning. Very often what I find from
my constituents is that when catastrophic illness strikes, in long-
term care or in acute care, they will say to me, “Senator, I did not
know that Medicare did not cover this. Senator, I did not know
that Medicare did not cover long-term care.” I am sure you are fa-
miliar with that from your own community involvement.

What could be done at the Social Security Administration to
counsel people when they apply for Social Security to advise them
on what Medicare covers, what Medicare does not cover?

Mr. Secretary, when I was a Congresswoman, I held a series of
town hall meetings just to brief my constituents on this. I had sev-
eral hundred people once come out *a a snowstorm just to get clar-
1ty on this issue.

Could you tell me what plans you have within your own Admin-
istration for really telling people, really teaching people, what is
covered and where they have to seek, perhaps, private insurance
initiatives?

Secretary BoweN. It is my understanding that about two out of
three people of Medicare age do not understand what is covered
and what is not covered. This is in spite of the fact that we do

resent each one with a Medicare booklet when they first get their
ial Security coverage that does tell what is covered and what is
not covered.

We have taken several steps. For example, in my once-a-week,
one-minute radio spots, I have covered that particular subject and
will do more. We also are planning to put a stuffer in each of the
envelopes that contain the check each month, sometime in the rea-
sonably near future, explaining the benefits.

We are also working with the American Association of Retired
Persons [AARP] and other organizations to try to get adecg:)ate pub-
ticity about what Medicare covers and what it does not. So we are
taking many steps to try to correct that situation.

Senator MixuLski. Thank you.

Mr. Chairman, let me just conclude by bringing to the Commit-
tee’s attention a recent study done by our own Office of Technology
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Assessment that indicates that Alzheimer’s patients are victimized
twice. In a recent document called “Losing a Million Minds”, they
tell us that Federal policies have not been designed to reinforce
family and community supports. They talk about how families are
bounced around from agency to agency, that often the nursing
home costs of Alzheimer’s constitutes over $40 billion a years, with
$4 billion picked up by the States, $4 billion by the nursing home
care under Medicaid, and then the other $32 billion by families of
Alzheimer’s. And I think that indicates the urgency of really
taking a look at long-term care as our next phase in this activity.

The CHAIRMAN. I am delighted that Senator Mikulski mentioned
that report. It was issued yesterday by the OTA, and it is about the
most comprehensive review, as a result of a three-year study on
Alzheimer’s Disease, that we have had. And if we look at the
impact of dementia on the senior population of our country where,
by the year 2000, that report concludes that one out of three sen-
iors will be affected by it, and look at it not only from a health
point of view, but what is going to happen in terms of a human
tragedy point of view—without even considering the potential fi-
nancial costs—then we had better start thinking about what our
national priorities are going to be if we are really going to be a
decent and humane society. Just in that area alone, the flow lines
are absolutely mind-boggling in terms of the impact it is going to
have on families, on local communities and on State and Federal
budgets.

The Senator from Indiana.

Senator QUAYLE. I yield to the Senator from New Hampshire. He
has been here for a while—and then I will come back and follow
up.
Senator HUMPHREY. Thank you. I thank my colleague.

I was not prepared for such courtesy. I have lost my questions
under a pile of paper here.

The CrairmMaN. Well, once in a while we see that over on that
side of the aisle.

hSenat;or HumpHREY. They are great questions if I can just find
them.

Okay. Mr. Secretary, your Chief of Staff, Mr. Burke, was quoted
on the Federal Page of the Washington Post on Monday, saying if
he was properly quoted, “We are proposing to do it through Medi-
care because economies of scale and marginal cost pricing for Medi-
care make it prudent and cost-effective for the Federal Govern-
ment to provide this added protection.”

Now, I would like to have some clarification of the analysis of
providing this added insurance through the Federal Government. I
would like to know just on what basis Mr. Burke comes to make
that statement. I assume that is the opinion, the position, of the
Secretary as well, that there are certain economies of scale and
cost-effectiveness which make it attractive to offer this added cov-
erage through the Federal Government, versus relying upon the
private sector. So I would like to examine that contention. Maybe
it is so, but I am a little skeptical, frankly. Let me ask you these
questions in that regard.
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Do the calculations on which that assumption rests include the
full costs of such things as retirement benefits for the personnel
who would administer that program?

Mr. BURKE. Let me first explain what I said and put it in con-
text. By “marginal cost pricing” we are saying that while there are
costs incurred in running the program now—we are still going to
have the employees there and we ¢ re still going to pay their retire-
ment—there will be no significant add-on cost to the portion of the
claim which will cover the catastrophic protection.

Senator HuMrHREY. Can you answer my question? You do not
anticipate having to hire any new personnel, then?

Mr. Burke. We do not anticipate hiring any significant new
number of personnel, no. In fact, most of Medicare’s claim process-
ing is done in the private sector, so any additional costs that will
be incurred will be private sector costs, not public sector costs. We
will work through private insurance carriers, who receive about $1
billion a year to administer the program. The economies of scale argu-
ment are simple—the larger the risk pool, the better the rate. And
there are no medically uninsurable people now in Medicare. An-
other merit to our proposal is that the elderly have confidence and
trust in Medicare; they can identify with Social Security, and we
are building on that.

Senator HumpHREY. Okay, all right. Try to keep your answers
short, Mr. Burke. I do not have that much time.

Well, then, are the costs of farming this out to the private sector
factored into your position that the Federal Government is in a
better position to offer this than the private sector? Are those costs
included in that assumption?

Mr. Burkk. In the first year we estimate the administrative costs
will be 10 cents per claim because of the initial start-up costs, and
each subsequent year it will be about 5 cents per claim.

Senator HUMPHREY. And the cost of the building space to the
extent that that is devoted to this program, and the equipment, is
that included in your analysis?

Mr. Burke. Any additional equipment that is needed to process
the extra claims 1s included in those figures. We do not anticipate
constructing any new buildings.

Senator HUMPHREY. You are saying that no new space will be
needed in terms of construction or {easing?

Mr. Burke. That is right.

Seg’ator HUMPHREY. And no significant amount of new equip-
ment?

Mr. BurkE. No; I said there will be some additional equipment
and that the cost will be amortized in the premium, and it will be
10 cents the first year and 5 cents each subsequent year.

Senator HumPHREY. What about the costs of collecting program
taxes and premiums, many of which are incurred by other Govern-
ment agencies and departments? Did you include that in your cal-
culation?

Mr. BurkE. I am not sure I understand your question.

Senator HUMPHREY. I am not sure | do, either, so let us skip it.
Staff, give me an example, will you? Do these include the costs of
public and Congressional relations activities by Medicare and HHS,
your calculations?
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Mr. Burke. No. I was not aware there were any.

Senator HumpHREY. Well, you have been around long enough to
know that there is going to be some element of that irvolved in
this new program, or are you telling us you will get by on existing
personnel?

Mr. Burke. I am telling you, Senator, that we have five fewer
people working in our Legislative Office this year than we did last

year.
Senator HUMPHREY. And f'ou do not anticipate having to hire

angl more under this proposal.

posaII-. BuUrkE. I do not anticipate hiring any more under this pro-

Senator Humprey. Do your calculations take into account the
fact that administrative costs for private companies include taxes
they pay to the Federal Government, which of course, the Medicare

ﬁfra.m oes not pay?
r. BURKE. That is not a cost to the Federal Government.

Senator HumpHREY. I know. The Federal Government does not
pay taxes. But the question is do your calculations take into consid-
eration the fact that private companies include in their administra-
tive costs taxes paid to the Government?

Mr. Burkk. I do not know how we could factor that in.

Senator HumpHREY. Well, if you are going to go around making
the claim, Mr. Burke, that the Federal Government is better-posi-
tioned because of economies of scale and marginal cost pricing as
opposed to the ﬁrivate sector, then it seems to me you ought to
factor in all of the real costs to the Federal Government in making
your comparisons. Don’t you agree with that?

Mr. Burkk. I think we have, Senator.

Senator HUMPHREY. But you seem to say you have not made an
allowance for the taxes which private insurers pay which are a
part of their administrative costs. You are comparing administra-
tive costs, but you are not allowing for the taxes that the private
insurers pay.

Mr. Burke. There would si.il be taxes paid by the private insur-
ers. The only way they would pay less is if they had a smaller
volume of business.

Senator HUMPHREY. But you miss my point. We are talking
about cost comparisons. You are saying the Federal Government is
more efficient, aren’t you?

Mr. Burke. I am saying these are some costs that are already
there, and we are paying only the marginal cost of adding on this
benefit. There are not marketing expenses, there are no sales ex-
penses. They are being put into part of a larger program.

The CrairMAN. The Senator’s time has just about expired.

Senator HuMPHREY. I have a statement for the record, Mr. Chair-
man.

The CHAIRMAN. Fine. It will be included as part of the record.

The Senator from Indiana.

Senator QUAYLE. Thank you, Mr. Chairman.

I welcome my good friend Governor Bowen and apologize to the
Chair and to the Secretary for not being here, but I was in a
bBu(cllgett Committee meeting where they are trying to vote out a

udget.
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The CHAaIRMAN. That is good. It has some important increases in
allocations for health care, tno. We are very grateful, and we are
sure you supported that in the Budget Committee. [Laughter.]

Senator SUAYLE. In case you are interested, my vote was “No”.

I would ask unanimous consent, Mr. Chairman, that my entire
statement be included in the record.

The CHAIRMAN. It will be so included.

Senator QUAYLE. Listening to the debate very quickly here and
reading the comments that have been made about the Administra-
tion’s proposal, you get attacked, Mr. Secretary, from the left be-
cauee it does not co* °r enough of the general population, or long-
term nursing home care. You also get attacked from the right for
the fact that you are expanding Medicare and perhaps reversing
some of the private sector initiatives in this area.

I think what you have done is set us on a steady course of action
where ~e can deal with a very, very significant problem in our
country dealing with catastrophic health care coverage.

We know that there are limitations. But I just want to congratu-
late ycu on thinking this thing through, as you do all the time, and
coming up with a piece of legislation that is a good beginning, and
a beginning that I hope that this Committee and the Ways and
Means and the Finance Committees look on as a beginning to dis-
cuss this issue.

I think we are going to have to enter into this area with a great
deal of caution. I do not think it is something we can hurry up and
do just overnight. I know a lot of people would like to do it quicker,
and some may not want to do it at all; they just do not think we
ought to get into this.

I happen to share the course that you have laid out because I
think it is a constructive one, and I hope that there will not be too
mangr detours on it.

I do have some concerns I would like to raise with you. One of
the concerns is how do we ensure that there will not be a tendency
of overutilization of services, that we will not encourage people to
try to get into that category of catastrophic? Are there any mecha-
nisms or devices that you have thought through on how we can
perhaps try to prevent this tendency?

Secretary BoweN. I think one of the biggest controls on the utiii- -
zation factor would be the DRG program that is in effect now.
There is no incentive to remain in the hospital for any longer time
than it takes just for the essential care to get the maximum
amount of treatment. There is always a danger of increased utiliza-
tion when you have something being paid for that previously was
not covered. But, I do not believe that that is going to be the big
problem, simply because of the system that is in effect right now.

Senator QUAYLE. So in other words, you feel its DRG prospective
{)ayment system is enough of a tool to deal with this potential prob-
em of overutilization.

Secretary BoweN. I think that would be one of the deterrents,
and of course, the private physician is also one of the means where-
by overutilization would not occar. In spite of some of the criti-
cisms, I think that most of the ph{sicians do not desire to overhos-
pitalize and overutilize, and would prefer office visitation rather
than hospitalization.
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Senator QUAYLE. A second concern that I have deals with how
will we go about educating and informing our senior citizen com-
munity on how they will, in fact, convert their Medigap policies to
mesh with this plan. I have had people that have told me and
members of my staff that it is very difficult to establish an under-
standing of how this is going to worl-.

As we begin to pase this proposal, are there any plans from an
educational or an informational point of view that HHS intends to
implement so these people will be able to have this information? It
is not really an easy thing, and unless you have, perhaps, a
member of the family that is very astute in dealing with health in-
sur¢nce it could be difficult for many people out there who are
trying to mesh their Medigap policies with this plan.

Secretary BoweN. One of the best methods for doing this will be
our efforts to work with the senior citizens’ organizations through
their publications and through their organization people in order
to get the information to them. We also will have a stuffer that
goes into the envelope which contains their monthly check, which
will explain the process and explain what Medicare and Medigap
covers and what it does not cover. Also, we will be taking every
other means to explain the choices that they have, and I have a
little weekly radio program that 1 can use. We also put out pam-

hlets, and also in our remarks that we make and in our news re-
eases, we can publicize those choices that are available o them.

Senator QUAYLE. I just think you will find out—and it sor. of
goes back to Senator Mikulski’s analogy to say what, in fact, T - i-
care does and does not cover—when we get irto some of the ,..acti-
cal effects of this, I just can foresee there is going to be a prob-
lem—not anything that is insurmountable. There must be a very
c}llearly-defined program in making sure that information gets
there.

Mr. Chairman, I see the second bells have rung for our vote.
Again, I just want to urge this Committee that what Secretary
Bowen has laid forth is something that is not only acceptable, it is
something we ought to do. I woulu just remind our colleagues,
though perhaps there are « lot of other things we would like to add
to it, there are certain restraints as we plow into some new terri-
tory. We are going to have to continue to remind ourselves of this.

Also, I do not know whether I will be able to get back, but Louise
Crooks, who is the incoming president of AARP, is also a Hoosier.
So you have got me, Bowen and Crooks. I do not know who else you
have from Massachusetts —

The CHAIRMAN. I think we can count on two out of three sup-
porting this legislation; I am not sure about the third.

Senator QUAYLE. We will see. Thank you very much, Mr. Chair-
man.

The CHairmMAN. We waut to thank you very much. We will
submit some other questions. Thank you very much for coming. We
will be working with you.

Senator Adams will be here momentarily and we will continue
with Madge Takahashi and Clzo0 Bowyer, from Salt Lake City.

We will recess now.

Short recess.]

nator ApaMms [presiding]. The Committee will come to order.
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The Chairman and I are both extremely interested in all of your
testimony. There are back-to-back votes occurring on the Floor, and
that is the reason that I left early and that he has moved over to
vote now.

Because of the number of witnesses we have, we want to, if possi-
ble, invoke the five-minute rule. We do not want to cut anyone off,
and we are very grateful that you are here today. So your state-
ments in full will appear in the record and will be a part of the
record.

If you wish to summarize them or to read them, whichever you
wish is at your pleasure. We welcome both of you here today. We
are very grateful that you would come and spend the time. This is
the next panel.

Mrs. Takahashi, if you would be kind enough to start, and then
Mrs. Bowyer, if you would proceed after that, Senator Hatch will
be back in a few minutes, also.

So, Mrs. Takahashi, if you would please start.

STATEMENT OF MADGE TAKAHASHI, BEN-LOMOND, CA, AND
CLEO BOWYER, SALT LAKE CITY, UY

Mrs. TakaHASHI. Senator Adams and Members of the Committee,
my name is Madge Takahashi.

I would first like to start with a few adjectives that describe the
situation that my parents are in and also many, many other people
across the country.

Loss of dignity, pride, and self-worth, and a great deal of fear.

I am here today cn behalf of my parents, who are both too ill to
travel, to speak with you about the devastating effects of a cata-
strophic illness. As my parents’ primary caregiver and their only
child, I have experienced first-hand what catastrophic illness and
the resulting medical bills can do to a family.

My parents, who are now in their eighties, are what you and the
other members of the Committee would consider to be “model citi-
zens.” My father worked until he reached retirement age, first as a
jeweler, then for a small lamp company. Both my parents beiieved
in being financially independent. They worked hard, paid their
bills on time and raised a family and managed to set aside & suo-
stantial savings to carry them through their retirement years.

Like many Americans, my parents planned to spend their retire-
ment debt-free and financially secure. Jufortunately, my parents’
retirement plan was drastically altered as a result of a catastrophic
illness. Now, instead of living in their own home, they share one
room in a local retirement facility. Instead of being financially in-
dependent and able to enjoy their retirement, they have been
forced to deplete their entire savings to pay for the service not cov-
grseld by Medicare and must now depend entirely on Medicaid and

They can no longer afford to take a vacation, buy new clothes, or
even go out to dinner. For my parents and many other older Amer-
icans, this is demoralizing. These are people who worked hard all
their lives and never accepted charity. But now, because of an un-
foreseen illness and the lack of any kind of catastrophic health
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care coverage, they have been forced to become totally dependent
on public welfare proyrams.

My parents’ case is an excellent example of why the creation of
catastrophic health care coverage is so essential. In 1966, my
mother suffered her first major heart attack. Since she had not yet
reached retirement age, she did not qualify for Medicare. My
father, who was nearing retiren ent age, continued to work so that
his employee health insurance would cover some of the costs of my
mother’s care. In addition to my father’s employment health insur-
ance policy, he also carried a small private supplemental insurance
policy. Unfortunately, neither policy covered the expense compo-
nents of my mother’s care, such as prescription drugs or capped
out-of-pocket expense. This meant that my parents had to pay a
substantial portion of my mother’s medical expense.

Over the course of the next few years, my mother’s condition
continued to worsen, and more of my parents’ savings were used to
cover the cost of her care. In 1978, my father also became ill and
required open heart surgery. By this time my parents no longer
had a supplemental insurance policy, and their savings had been
completely depleted paying for tﬁ: cost of my mother’s care.

Medicare covered a large portion of my fatber’s inpatient care,
but my parents could no longer afford the large out-of-pocket ex-
pense and had no other choice but to apply for Medical, which is
California’s version of Medicaid.

Senator, my father is a very proud man and initially refused to
a})ply for Medical. He believed that he should be able to take care
of himself and did not want to accept what he considered to be
charity. It was extremely painful for both of my parents when they
realized that thsy could no longer afford to take care of themselves
and they would have to depend on public assistance. Also, my
father now has prostate cancer, and he has had quite a few surger-
ies.

It can be a very demoralizing experience for an elderly person to
be on public assistance. Let me give you an example of what I
mean. Shortly after my parents qualified for Medical and SSI, they
received a notice in the nail informing them that their cemete
plots would have to be sold. It seemed that the plots were consid-
ered to be assets, since they were parcels of land. My parents were
warned that unless these assets were liquidated, the value of their
land would be subtracted from their monthly SSI check. Fortunate-
ly, a recent California statute prevented this from happening.

A similar incident occurred over a life insurance policy which
they had to trade in.

I would like to emphasize +-at my parents are grateful for Medi-
cal and SSI. Without it, they would have absolutely no means of
paying for their health care or surviving. It is unfortunate, howev-
er, that because there is no comprehensive catastrophic health in-
surance policy, people like my parents have to spend their entire
life savings in order to have pu%lic assistance cover their medical
exper es.

nator, my parents’ case is only one example of the need for
comprehensive catastrophic care coverage. Expanding coverage for
hosi)ital stays is a beginning, but it is not enough. A catastrophic
health care policy must provide some coverage for the real cata-
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strophic expenses—prescription drugs, home care, and long-term
care. My parents spent nearly $50,000 to cover this cost.

If comprehensive catastrophic health insurance had been avail-
able when my parents first became ill, their lives would be much
fuller today. They would still be living in their own apartment,
they would be able to pay for their daily chore service that they
require, and they would be financially secure and less fearful of
their future. Most of all, they would still maintain their dignity.

Thank you very much for this opportunity to testify.

Senator Apams. Thank you, Mrs. Takahashi. If you and Mrs.
Bowyer will remain at the witness table, I will recess the hearing
for 10 minutes, and then we will come back and Mrs. Bowyer, we
will hear your testimony, and then we will proceed with the other
me=bers of the panel.

So the Committee will stand in recess for 10 minutes.

gSehf .t recess.]

nator HatcH [presiding]. I wonder if we could call the Commit-
tee to order. I have been informed that Senator Adams will return,
so I w.ll take the testimony of our witness from Utah as well.

Mrs. Bowyer, let us hear from you at this time. We welcome you
here, we are happy to have you here, and we appreciate you help-
ing us in this very interesting set of problems.

Mrs. Bowyer. Thank you.

Senators, ladies and gentlemen, I am Cleo Bowyer, a lifetime
resident of Salt Lake City, Utah. I have spent most of my life as a
wife and a mother. I never thought I would be discussing this prob-
lem of home health care. I never dreamed that I would be involved
with a catestrophic health problem. But I am.

My husband is a victim of Alzheimer’s Disease and for the past
13 years, I have watched my husband disappear. My husband
worked for the Department of Internal Revenue for 35 years, and
retired from Government service on December 31, 1974 at the age
of 55. We were looking forward to travelling and :njoying his early
retirement. We did not have a savings account, kut his re’” ~ment
income was enough for us to make plans. Our chiidren w rised
and married; our home was paid for, so we were looking fo. :d w
spending time and money on ourselves.

My husband’s health was not bad, yet he was having some prob-
lems. And it was 1n October 1975, after a careful physical examina-
tion, that we learned he had Alzheimer’s Disease.

In the beginning, he tried to work a few little jobs, but his condi-
tion worsened, and he was unable to con‘inue. For the next 10
years, I took care of all my husband’s needs. Our children helped
as they could. They were unable to cope with the emotional stress
caused by the changes in their father’s behavior. It was difficult for
them to see this beloved father change into a person who did not
recognize them and who is now unable to talk with them.

My husband’s behavior changed radically. He shouted and yelled
while I was shaving him and brushing his teeth and doing the vari-
ous personal grooming ¢ 1e does. For the last 9 months that he was
at home, I did have home health care through the Community
Nursing Services. A male nurse came in once a week to bathe and
to see to his other personal needs. It was a great help to me, and I
could not have managed without that help.
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When he became incontinent, the struggle to keep him clean and
comfortable became an impossible task for me to do at home. In
August 1984, we had to place my husband in a nursing home.

Our four children help me when they can. We are a close family,
and they give me lots of emotional su;f>port, and that helps me. But
they have families and homes to care for, and none is wealthy.

Because our income is so high, I am ineligible for property tax
abatement or other benefits which would ease the financial burden
on me. The cost I am paying for my husband’s care is not consid-
ered in determining me eligible for any of these programs. Our
income this year was about $28,000 from all sources; rent on a
downstairs apartment, Government retirement, Social Security, a
Veterans Administration disability pension, and the income I can
earn from odd jobs—this is almost completely consumed by the cost
of my husband’s nursing home care and my mortgage payment of
$718 a month. Since I do not know what kind of part-time work I
will be getting this year, it is difficult for me to project what I will
have on a p-onthly basis.

I am 68 years old, and my secretarial skills have not been used
since I was married. Based on last year’s income, it looks like I will
have about $118 a month for other expenses.

My husband worled for 35 years so that we would have a good
pension and a comfortable retirement. We did not realize that it
could ever be like this. For the past 13 year., we have been able to
manage, but as his illness progresses, I have seen my husband
change from a loving person to an invalid who needs constant care.
My husband’s life is over, and it seems that I am experiencing a
long, continuing funeral.

The emotional drain of caring for him and watching him in the
condition he is in is taking its toll upon me. Added to this is the
strain of constantly being on the brink of financial disaster. If an{-
thing goes wrong with the house or with myself, there is absolutely
no way I can manage. There is no help for me at all.

I am pleased that the President and Congress have realized that
the costs of a catastrophic health condition is unbearable, but the
President’s plan does not meet the need which I have experienced
and which I have seen others dealing with. The real problem for
senior citizens—the real issue which we fear—is how to meet the
rising costs of nursing home care.

I have told you that I have very little money to meet my own
needs. But T am sufficiently concerned about this that I somehow
find $38 a month for myselty to pay for an insurance policy for nurs-
ing home care. I know that no private policy will Fay for the kind
of expenses my husband is incurring. I feel that I must do some-

thing to protect my children from what could happen to me.

I also want to emphasize the importance of home health care. As
I mentioned, I could not have coutinued fo: the last 9 months my
husband was home without help from a nurse once a week. I also
badly needed, but could not find, adequate respite care so that I
could leave my husband and get away from the continuing 24-hour-
a-day care more frequently.
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My plea to you is that you expand the President’s proposal to in-
clude assistance from botI{ nursing home and home health care.
Thank you very much for your attention.
Senator HaTcH. Thank you very much, Mrs. Bowyer.
[The prepared ststement of Mrs. Bowyer follows:]
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Senators, ladies and gentlemen. I am Cleo Bowyer, a
lifetime resident of Salt Lake City, Utah. I have spent most of
my life as a wife and mother. I never thought I would be
discussing this problem of home health care. I never dreamed
that I would be involved with a catastrophic health problem. But
I am.

My husband is a victim of Alzheimer's disease and for the
past 13 years I have watched my husband disappear. My husbanc
worked for the Department of Internal Revenue for 35 years and

» retired from government service on December 31, 1974 at age 55.
We were looking forward to traveling and enjoying his early
retirement. We didn't have a savings account, but his retirement
income was enough for us to make plans. Our children were raised
and married; our home was paid for, so we were looking forward to

] spending time and money on ourselves.

My husband’s health was not bad, yet he was having some
problem. It was in October 1975, after a careful physical
examination, that we learned he had Alzheimer's disease.

In the beginning he tried to work a few little jobs, but his
condition worsened and he was unable to cuntinue. FPFor the next
ten years I took care of all my husband's needs. Our children
helped as they could. They were unable to cope with the
emotional stress ~aused by the changes in their father's
behavior. It was difficult for them to see this beloved father
change into a person who didn't recognize them and who is now
unable to talk with them.

My husband's behavior changed radically. He shouted and
yelled when I was shaving him, brushing his teeth, and doing the
various personal grooming one does. For the last nine months
that he was at home, I did have home-health care “hrough
Community Nursing Services. A male nurse came in once a week to
bathe and see to his other personal needs. It was a great help
to me. I could not have managed without that help.

Waen he became incontinent, the struggle to keep him clean
and comfortable became an impossible task for me to do at home.
In August, 1984 we had to place my husband in a nursing home.

Because his civil service retirement income is over twenty
thousands dollars a year, we are not eligible for various health
care programs. When I realized the expense of his nursing home
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care, I had to make some decisionseabout income. I am 68 years

0ld and my secretarial skills haverbeen used sine I was marrieg.

Also, my first priority is ms husband - I go to the nursing home

once a day to feed my husband his lunch. Therefore, I am not able

to get a job which pays very mach. 8o, trying to add to my

income, I made an apartment our of our downstairs area. My

income from the apartment is $400 a monta. I have a $718 monthly

payment to pay for the renovation. -

Our four children have family and home to care for and none
is wealthy. They help me when thuy can. We are a close family
and they give me lots of er“tional support and that helps me. I
believe that if we had been eligible for home-health care, we 2
would havemanaged without getting into the expense of building
the apartment. It is a liability to me, now, and will be until I
get it paid off. My personal income is not adequate for me to
handle any home repairs. My roof has » leak and damaged the
plaster in my bedroom. The house needs painting, as well. 1I
have no money for this work.

Because our income is so high, I am ineligible for property
tax abatement or other benefits which would ease the financial
burden on me. The cost I am paying for my husband's care is not
congsidered in determining me eligible for any of these programs.
Our income this year was $24,516 from the Government retirement
program. This breaks down to $1,746 dollars a month. I get $145
from my Social Security (my husband's government job was no
covered by Social Security). My husband served in the Navy
during World War II and receives $195 a month in disability
payments from the Vetcrans' Administration. From this we
realized a monthly income of $2,086 last year. I worked in the
County Treasurer's office during tax time and earned about
$1,192. I also worked in a clothing store and received about
$950. So this year we had about $28,596 to live on. This gave
me an average monthly income of $2,383 last year.

My expenses for the nursing home last year was $17,288 and
it is being increased by $1,200 annually; it will be $19,488 for
1987. My monthly expenses for the nursing home this year will be
$1,546 ~lus the monthly mortgage payment of $718 will mean that I
pay out $2,264 a month withou* having paid the light bill, the
heating bill, food, clothirg, or health care for myself.

Since I do not know vhat kind of part-time work I will be
getting this year, it is dif‘icult for me to project what I will
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have for a monthly income. based on last year's income, it looks
like I will have about $118 per month for other expensas.

My husband worked for 35 years so that we would have a good
pension and a comfortable retirement. We did not realize that it
could ever be like this. For the past 13 years we have been able
to manage, but as his illness progresses, I have seen my husband
change from a loving person to an invalid who needs constant
care. My husband's life is over and it seems that I am

» experiencing a long~continuing funeral.

The emotional drain of caring for him and watching him in
the condition he is in is taking its toll upon me. aAdded to this
is the strain of constantly being on the brink of financial

4 disaster. ff anything goes wrong with the house or with myself
there is absolutely no way that I can manage. there is no help
for me at all. I am pleased that the President and Congress has
realized that the costs of a catastrophic health cendition is
unbearable, but the President's plan does not meet the need wnich
I have experienced and which I have seen others dealing with.

The real problem for senior citizens =~ the real issue which we
-fear -~ is how to meet the rising costs of nursing home care. I
have told you that I have very little money to meet my own needs.
But I am sufficiently concerned about this that I somehow find
$38 per month for wyself to pay for an insurance policy for
nursing home care. I know that no private policy will pay for
the kind of expenses my husband is incurring; I feel that I must
do something to protect my children from what is happening to me.

I also want to emphasize the importance of home health care.
As I mentioned, I could not have continued for the last nine
months without help from a nurse once a week. 1 also badlyé
needed, but could not find, adequate respite care, so that I
could leave my husband and get away from the constant 24 hours a
day care more fronguently.

My plea to you is that you expand the President's proposal
to include assistence for both nursing aome and home health care.

Thank you very much for your attention.
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Senator HatcH. Mr. Chairman, may I just ask a few questions?

Senator Apams [presiding]. Certainly. Mrs. Bowyer, thank you,
and Mrs. Takahashi. Senator Hatch has several questions. I want
you to know that in my family, we have shared some of the experi-
ences that you have had, and I think your testimony is very elo-
quent, and we thank you for it.

Mrs. BowyEer. Thank you.

Senator ApAms. Senator Hatch?

Senator HatcH. Well, I certainly agree, Mr. Chairman. I think
you have done this country a great service, coming back here and
telling your story.

As I understand it, your husband was first diagnosed as having
Alzheimer’s Disease about 13 years ago.

Mrs. BowyeR. Yes.

Senator HAaTcH. And you had to place him in the nursing home
about three years ago.

Mrs. Bowyer. Yes.

Senator HATCH. I see. And the cost to you, as I understand i,
that you actually have to pay every year comes to about $17,288
per year.

Mrs. Bowyer. That is right.

Senator HATCH. That is $48 per day. And that is going to go up
another $1,200 this year.

Mrs. Bowyer. Right.

Senator HATCH. So you are going to be up in the neighborhood of
$18,600 per year that you have to pay.

Mrs. BowyER. Yes.

Senator HATcH. Now, you mentioned insurance costs as a major
component of your budget. Do you mean health insurance by that?

Mrs. Bowyer. We have a policy from Blue Cross-Blue Shield, and
the cost of that was $1,722 last year.

ShS.eﬂlat;or HarcH. So almost $1,800 a year for Blue Cross and Blue
ield.

Mrs. Bowyer. Yes.

Senator HATcH. I see. And you also have supplemental health in-
surance, right?

Mrs. BowyEr. Yes. I have the Medicare insurance with my Social
Security. This $38 is the amount that I have paid out for a nursing
home insurance policy for me.

Senator HATcH. That is for you.

Mrs. BowyeRr. Yes.

Senator HATCH. And you are over 65, so you are eligible for Med-
icare. But do your supplemental Blue Cross policy plus Medicare
cover your own medical needs?

Mrs. Bowyer. Not completely. As an example, I am a borderline
diabetic. I had a visit with the doctor last month that cost $38.
Medicare paid $8, Blue Cross paid $20, and I paid the other $10.
With having to pay that extra $10, it can add up.

Senator HaTcH. That can really throw you for a loop if you are
not expecting to do that.

Mrs. Bowiver. Yes. On a tight budget, you just do not have
enough money.

Senator HATcH. Have you ever applied for Medicaid?
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Mrs. Bowyer. I have not applied, but I have investigated it, and 1
am not eligible.

Senator HatcH. Does Medicare or Medicaid or any of your pri-
vate insurance pay for any part of your husband’s care in the nurs-
ing home?

Mrs. BowyEer. None at all.

Senator HatcH. Not one penny.

Mrs. BowyEer. Not a penny.

Senator HatcH. So you are having to do all that by what money
you have coming in.

Mrs. Bowyer. Right.

Senator Ilatcu. As I understand it, you have a total a year of
about $28,0n0 when you count your pension, your Social Security,
and yﬁur husband’s veterans disability benefit; and then you work
as well.

Mrs. BowyEer. Odd jobs, zeasonable jobs.

Senator Hatcu. And the nursing home will be about $19,000 of
that; your home mortgage is about $8,000 of that; so you are talk-
ing about $27,000 of the $28,000 that basically go to support your
ﬁusband in the nuising home and pay off the mortgage on your

ouse.

Mrs. Bowyer. Right.

Senator HatcH. That leaves you virtually nothing to get by on.

Mrs. Bowyer. There is not much left for the lights and the heat.

Senator HarcH. Well, in fact, you said that you would only have
about $118 per month next year for expenses not pertaining to
your husband’s nursing home care or your mortgage. But it looks
to me like that $118 per month will be exceeded by your monthly
cost of Blue Cross-Blue Shield; is that right, if you want to continue
to maintain that for yourself?

Mrs. Bowyer. That is correct.

Senator HarcH. And then add to that the $38 per month that
you have for your own nursing home policy that you have taken
out on yourself.

Mrs. BowYkR. Yes.

Senator HatcH. The question arises to me as to how do you pay
your light bill, how do you pay your heat bill, how do you pay for
your food?

Mrs. Bowyer. Sometimes, I do not. Sometimes, I do not pay all of
the nursing home care. Sometires, I cannot pay that full amount.
Then it becomes a problem of catch-iup. 1 get a seasonal job, I get
extra work, in order to try and meet those payments and try to pay
the nursing home.

Senator HarcH. If you had your way, what would you have this
Committee do to help you and others hke you?

Mrs. BowyEr. | would have them expand the program so they
v. . 1ld give us helg on nursing homes and the home health care, 1f
they could expand it to where we could get help on the nursing
home so it would not be so devastating, and also to expand it for
the home health care. As I said, I had nine months I kept him
home, with the help of a nurse coming in.

Senator Hatcu. Well, I am in agreement with you. I think some-
thing has to be done. We hope the bill that we filed will go a long
way toward doing that. We have some of the best people in the
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world testifying on home ~are before this hearing is over. And I am
hopeful that we can do some things in this area that will alleviate
some of your frustration, your pain, and the expense that you have
to incur.

So we will do everything we can to try and resolve this, and I am
hopeful that this Congress will come up with a good resolution. I
think this Committee will, and I will do everything in my power to
help you.

Mrs. BowyERr. Thank you, Senator.

Senator HATcH. Thank you for being here. We really appreciate
your testimony.

Senator Apams. Mrs. Takahashi, is there anytbing that you
would like to add, having heard the testimony of Mrs. Bowyer and
the other witnesses?

Mrs. TakaHAsHI Yes, I would. There was some mention here
today about the way the Administration feels about family help,
that the family could help in catastrophic illnesses. And I, being a
daughter of parents who are catastrophically ill, I would love to be
able to help my parents. But we do not have thousands and thou-
sands of dollars extra to give my parents every.year. And if I help
them a little, I have to help them secretly, because they would take
them off Medicaid, because then they would get too much money.

So it puts children in a bind, also, and you feel very guilty. We
are put into a situation where if we do help chem, we are doing
something illegal; if we do not help them, we are doing something
immoral.

Senator Harch. Good point.

Ser.~tor ApAMS. Thank you, Mrs. Takahashi, thank you, Mrs.
Bowyer, we appreciate the testimony of both of you very much.

I would now like to call forward Panel 4: Jacob Clayman, Louise
Crooks, Judith Feder, James Moorefield, and Philip Brickner.

The Committee wants to welcome all of you here today. We ap-
preciate very much your taking the time to be here. The Chair will
state that we hope that the witnesses will summarize their state-
ments, but your entire statement will be included in full in the
record so that we will have that information. And if you can sum-
marize, we would appreciate it, because that will leave more time
for questions and for potential give and take in the panel. We
regret that, as always, the Senate schedules are very pressed, and
we appreciate your having been willing to come and to help us
with this problem. The Committee wishes to move on this bill as
promptly as possible. That is one reason we are moving through
lunch and everything to complete the hearings.

Mr. Clayman, why don’t you start as the first witness?
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STATEMENT OF JACOB CLAYMAN, PRESIDENT, NATIONAL COUN-
CIL OF SENIOR CITIZENS, WASHINGTON, DC; LOUISE CROOKS,
PRESIDENT-ELECT, AMERICAN ASSOCIATION OF RETIRED PER-
SONS, WASHINGTON, DC; DR. JUDITH FEDER, CO-DIRECTOR,
CENTER FOR HEALTH POLICY STUDIES, GEORGETOWN UNI-
VERSITY SCHOOL OF MEDICINE, WASHINGTON, DC; JAMES L.
MOOREFIELD, PRESIDENT, HEA LTH INSURANCE ASSOCIATION
OF L MERICA, WASHINGTON, DC; AND DR. PHILIP BRICKNER,
DIRECTOR, DEPARTMENT OF COMMUNITY MEDICINE, ST. VIN-
CENT HOSPITAL AND MEDICAL CENTER OF NEW YORK, NEW
YORK, NY

Mr. CLayMAN. Mr. Chairman, I am traveling under a fraudulent
disguise. I am not a2 “doctor”, and so let the record show that I do
not speak professionally as a doctor.

Senator Apams. They put “docter” instead of “J.D.”, Jake, and I
am sorry about that.

Mr. CLaymaN. All right. Very good.

I am pleased to be here on this important issue, and it is good
that we have an airing of this problem. The two people who preced-
ed us made the most eloquent case I have heard for a long time for
our Government to get involved in the health care of its people.
And the fact that we do not become more involved as I listen to
these two almost makes me feel that we are immoral for our fail-
ures, for our shortcomings, and indeed often for our indifference.

Well, let me read my statement quickly, or a portion of it.

Catastrophic costs 170k very different for the elderly than they
do for the rest of the population. The elderly are faced with three
types of catastrophic costs—costs associated with the need for long-
term care, ont-of-pocket costs associated witl both covered and un-
covered liealth services, but particularly associated with the high
cost of prescription drugs, and catastrophic costs associated with
long-term hospitalization where neither Medicaid nor Medgap offer
protection.

Unfortunately, the Administration’s plan would not adequately
address any of these crucial catastrophic health events faced by
older Americans. The National Council of Senior Citizens has spe-
cific suggestions to make on how we night provide coverage for
each of these types of catastrophic costs. Although the long-term
care issue presents financing problems which the Congress may not
feel ready to address, there are concrete steps that can be taken to
n;gkel long-term care more accessible and less catastrophic for the
elderly.

Specifically, the three-day prior hospitalization requirement for
Medicare-covered skilled nursing care should be eliminated along
with all Medicare SNF copayments, a remedy to the problem of
spousal impoverishment which you have just heard so eloquently
and sadly a few minutes ago, should be made an integral part of a
catastrophic package. And the Medicare home health benefit
should be more clearly defined.

To address the need for first dollar coverage for the poor and
near-poor, States should be required through the Medicaid program
and possibly with an enhanced Federal match to cover Medicare
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cost-sharing requirements and provide prescription drug coverage
to all seniors below the Federal poverty line.

We believe there is also amnle justification for the inclusion of a
prescription drug benefit for the Medicare population. These costs
have risen dramatically, and there is little insurance protection
available.

Moreover, there would be some offsetting savings to a Medicare
program by offering such coverage. A lower catastrophic cap would
help us achieve the goal of increased coverage for out-of-pocket
costs for the elderly. We recommend as well that excess physician
rbarges and prescription drug costs also be included to cover the
cap.

These additional benefits should be paid for through a variety of
mechan...as. Hospital payment rates under DRGs should be re-
based, and the savings should be uszed to finance part of this pack-
age. Tha: is possible and achievable, in my judgment.

State aud local employees should be brought under Medicare
using thc resulting additional revenues to pay for this catastrophic
coverage, and the elderly should contribute to benefit financing
through a more progressive financing mechanism.

For six years now, the window of opportunity to improve and hu-
manize Medicare has been tightly closed. But we now sense a new
mood in Congress. The window of opportunity is slightly ajar. We
rmwust not waste this precious chance to make some meaningful
ref-rma in our Medicare health system. Let us seize the moment.
And when I say that, I fully .gpreciate that both the temporary
Chairman and the permanent Chairman of this Committee will be
widing to seize that moment, and that gives me hope, it gives us
hope, and it should give these two peuple wvho appe 3 before you
just a few minautes ago hope, also.

[The prepared statement of Mr. Clayman follows:]
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Thank you, Mr. Chairman, for holding this important hearing on
catastrophic health care. You are certainly to be commended for
your leadership in this extremely important issue and we 1look
forward to working with you.

Catastrophic health care coverage is a very important issue,
but it is not a new one, as you well know. In the 20 years that we
have been discussing catastrophic illnesses and how to pay for them,
we have always ended up with another study which lasts for a year

and then 1is forgotten. We are now faced with a window of

‘opportunity to make genuine improvements in Medicare, the likes of

.which we have not seen for many years--and may not see for many

more.

Catastrophic costs generally 1look very different .or the
elderly than they do for the rest of the population. The elderly
face three types of catastro, 2ic costs: costs associated with the
need for long-term care; out-of-pocket costs associated with both
covered and uncovered health services, but particularly with the
high cost of prescription drugs for middle- and low-income people;
and, catastrophic costs associated with long~term hospitalization
where neither Medicaid nor Medigap offers protection. Unfortunately,
the Administration's plan would not adequately address any of these

c¢rucial catastrcphic health costs faced by older Americans.

71




ERIC

Aruitoxt provided by Eic:

67

-

One of the single greatest catastrophic events an older
American can face, both emotionally and financially, is being placed
in a nursing home. Nursing home costs average $22,000 per year.
Altogether, the elderly, in 1986, spent out of their own pockets
$37.3 billion on health care, $16 billion of which was spent on
nursing homes alone. In this way, 1.6 million of the nation's
elderly cpent $16 billion-~fully one-half of the nation's total
nursing home bill~--out of their own pockets.

This is an enormous burden that the elderly and their families
are forced to shoulder themselves. While most of the elderly think
the Medicare program or their Medigap policies will help with these
costs, this couldn't be much farther from the truth. Medicare
expenditures for care in skilled nursing facilities equal only two
percent of total national nursing home expenditures, and only une
percent of the total Medicare budget. Similarly, private insurance
covers only one percent of the nation's nursing home bill. The grim
reality that many elderly are forced to face is that protection from
these tremendous costs does not exist vuvntil they have spent
themselves into poverty.

In our opinion, continuing reliance on a public policy that
withholds health care protection until and unless hard-working
citizens pauperize themselves is not something in which we can take
pride. Clearly, faced with the problem in both financial and human
costs, we need to find a more rational, well-coordinated approach to
covering thre catastrophic health care costs associated with the need
for long-tezm care.

The National Council of Senior Citizens wunderstands the
realities of Gramm-Rudman-Hollings and the chilling effect the

Federal deficit has on good public policy generally, and good health

'72 \




ERIC

Aruitoxt provided by Eic:

68

-3
care volicy specifically, and so we realize that comprehensive
coverage of long-term care costs within a public health program may
not occur as soon as ve would like. Intermediate steps can be taken
in this area, however, and other very serious catastrophic costs
faced by the eiderly certainly can and should be included in a
catastrophic package that aims to provide useful protections for the
elderly.

Besides the obvious and tremendous costs of long-term care,
Medicare ccut-sharing and out-of-pocket costs, especially for
prescription drugs, are catastrophic for many older Americans. The
elderly today spend the same proportion of their incomes on health
care as they did before Medicare and Medicaid were created in 1965.
In 1984, average out-of-pocket health care costs for the elderly
accounted for 15 percent of their incomes, the game level that
existed before Medicare was enacted. Not including nursing home and
other long-term care expenses, the average annual out~of-pocket
health expenses for 2 elderlv reached $1,055 in 1984, more than
three times the average amount ($310) spent by other Am-ricans.

The elderly are financially liable, under the Medicare program,
for many out-of-pocket costs associated with Medicare covered
services, including premiums, co-insurance charges, deductibles and
costs above the Medicare "reasonable" charge 1limit. These costs
have soared in recent years, leaving the beneficiaries with ever-
heavier financial burdens to bear. The Part A hospital deductibie,
for example, increased by 155 percent in the past six years, from
$204 in 1981 to $520 in 1987--an increase five times as great as the

overall rate of inflation. The annual Part B premium for physician
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and other costs “as increased by 86.5 percenc in six years, from
$115.20 in 1981 to $211.80 in 1987, and out-of-pocket costs for
physician charges above the Medicare “"reasonable® charge limit
increased 286 percent, since 1977, to $2.7 billion a year.

In addition to these costs for covered services, the elderly
paid $7 billion out of pocket in 1981 for many vital health care
needs not covered by Medicare, iqcluding prescription drugs,
eyeglasses, hearing aids, dental care and physical examinations.
Por 75 percent of the elderly population, prescription drugs
represent the largest out-of-pocket expenses they will face. Many
elderly individuals take four to five drugs a day and, on average,
£i11 at least 12 prescriptions every year. In fact, while people
over age 65 represent only 12 percent of the populat;onﬁ they take
30 percent of all prescription drugs used in this country.
Onfortunately, unlike most other health care costs, prescription
drug costs are not covered by private health insurance or by
Medicare out of the hospital. Medicaid will only cover the costs of
prescraiption drugs for the indigent, or about six percent of the
elderly's total drug expenditures. Only 20 percent of the elderly
fall into one of thege categories, leaving the remaining 80 percent
to pay for these drugs out of their own pockets.

These costs are far from insignificant. The eldi.rly's drug
bill amounte to over $6 billion annually. Payments for drugs
reprasent 20 percent of the elderly's total out~of-pocket health
care costs and average $340 per person per year.

The extraordinarily high rate of inflation, and high rates of
profit, in the prescription drug industry, are, in large part,

accountable for the increased financial burden borne by the elderly
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in trying to pay for these costs. Last year, while medical care
costs overall rose 7.7 percent, seven times as fast as the CPI,
prices for prescription drugs outpaced all other medical costs by
rising nine percent. fTranquilizers and sedatives, which are often
prescribed for older people, posted the biggest price increase of
13.2 percent. At the same time, pharmaceutical corporations, in
1984, enjoyed profits of 13.2 cents on the dollar, compared to 4.6
cents for all manufacturers, in fact, profits in this industry have
traditionally outpaced the average profit for all other industries
by two and even three times.

Por elderly people not eligible fzr “adicaid, but too poor to
purchase a Medigap policy, staggering “ealth care costs have become
overly burdensome. Nearly 2.2 mill.on seniors living below the
Federal poverty line ($5,156 in 1985;~-only 36 percent of the low-
income elderly--are covered by Medicaid. Another 6.2 million near-
poor seniors whose incomes are less than rwice the Federal poverty
line are also not covered by Medicaid. These seniorg, who are the
sickest and poorest, are exposed to health care costs equal to one-
fourth to one-third of their income, or about $1,300 per year.

Pirst-dollar coverage for the health care costs of this
population is especially important gince this group is much sicker
than other elderly. Death rates are 50 percent higher than for all
Medicare bheneficiaries. But, despite their greater health needs,
they receive 35 percent fewer physician visits, 29 percent fewer
prescription drugs and are 18 percent less likely to be ~dmitted to
a hospital.

Typical out-of-pocket costs for a mode.ate spell of illness for

a genior whose income is lower than the Federal poverty line, but is

(B
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not low enough to quality for Medicare, can be catastrophic in the

extreme.
Medicare Part A deductible = $520.00
Medicare Part B premium = $214.80
Medicare Pa:r. B deductible = $75.00, more if the
for physician scervices physician does not

accept Medicare
assignment
Medicare Part B co-insurance on = $500.00
a physician bill of $2,575.00

Prescription drug bills = $500.00

Bills for eyeglasses, dental = $250.00

care, etc.
Total typical health care costs equal $2,003, out of an income below
$5,156.

At this rate, the poor and near-poor elderly could not
realistically be expected to pay an additional premium for
catastrophic proteccion and out-of-pocket health care ccsts to reach
a cap, such as the one proposed by the President. This group of
very vulnerable and financ:ially depressed seniors needs protection
long before the cap is reached. The idea behind catastrophic
protection should be to enable citizens to avoid being wiped out
financially before protection begins. Pox these seniors, even
ordinary out-of-pocket costs would cause them to be wiped out, or
: ore likely, to avoid getting needed health care altogether.

Finally, there is the issue of the cap itself. According to
the figures we have Seen, an estimated 96 percent 0f older Ppeople
will never reach the $2,000 cap proposed under the Administration’'s
plan.
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The Kational Council of Senior Citizens has specific
suggestions to make on aow we might provide coverage for the three
types of catastrophic costs faced by this nation's elderly: 1)
coverage of long~term care costs; 2) providing first-dollar
protection for low and lower income elderly, as well as covering the
costs of prescription drugs; and 3) expanding the population
assisted by the catastrophic cap.

Although the long-term care issue presents dramatic financing
problems that the Congress may not be ready to address, there are
concrete steps that can be take» to make long-term care more
accessiblc and less catastrophic for the elderly. Specifically, the
three-day prior hospitalization requirersnt for Medicare~covered
skilled nursing care shoull be eliminated, along with all Medicare
skilled nursing facility co-payments; a remedy to the problem of
spousal impoverishment shoulé be made an integral part of a
catastrophic package; and the Medicare home he~lth care benefit
should be more clearly defined.

To addcess the need for first-dollar health care coverage for
the poor and the near poor, states should be required, through the
Medicaid prograz= and possibly with an enhanced Federal match, to
cover Medicare cost-sharing requirements and provide prescription
drug coverage to all senior: below the Federal poverty line.
Medicaid coverage of these costs would provide payment of all
deductibles, premiums and co-insurance amounts required by the
Medicare provram. It world also entitle beneficiaries to physician
services th' ugh assignment and would provide adequate coverage of
prescription Jr.gs costs for this very poor segment of our society.
Congress should also explore the possibility of an optional *buy-
in® to Medicaid for people over the age of 65.

77
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In addition, Mr. Chairman, we bslieve there 1is ample
justification for the inclusion of prescription drug benefit for
the general Medicare population. As we have said, these costs have
risen dramatically and there is 1little insurance protection
available. Moreover, we Lelieve that there would be some off-
setting savings to the hedicare program by offering such coverage.

In a soon-to-be released study performed by the Department of
Pharmacy Practice of the University of South Carolina, it was found
that, after the State of New Jersey implemented its Pharmaceutical
Assistance to the Aged program (PAA), Medicare recipients had, on
average, $238.50 less in in-patient hospital costs than aad a
comparable group ih Pennsylvania where no program waes offered. The
study also showad that hospital lengths of stay could be reduced by
offering a prescription drug program. One of the study's conclusions
was that "it appears that savirys in reduced hospital stays are
greater than or equal to the expenditures for prescription
reinbursements plus the program's administration costs.”

The New Jersey program requires a $2.00 co-payment and 1links
reimbursement to0 the Maximur Allowable Cost (MAC) system under
Medicaid. We would suggest a benefit for older people that would
require a $1.00 co-pay and a $200 deductible. The cost of such a
program would be between $1.6 billion and $2 billion--about the same
amount tha. would be raised through the coverage for state and local
employees under Medicare.

Mr, Chairman, over the past 20 years, 436 bills have been
introduced in Congress to cover prescription drugs and still no
action has been taken. As a result, although at least nine states

have enacted plans, older people in 41 states still have no
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assistance. Our senior citizens have been calling .or prescription
drug coverage long and loud over this period cf time and . hope you
will act to includ= such a benefit in your legislation.

A lower catastrophic protection cap than the $2,000 level
proposed by the Administration would help us achieve the goal of
increased coverage for out-of-pocket costs for the rest of the
elderly population. NCSC recommends that excaess physician charges
and prescription drug costs also be included to reach the cap. By
not including these high-cost items, thc cap would ignore a very
signiyicant portion of the elderly's health care costs.

As always, it's a lot easier to talk about what Lenefits should
be provided under a public health care program than it is to
deternine who should pay for the added benefits. But, in this case,
I think the answer is a fairly simple one~~the burden should be
shared. It is vital to keep in mind, as we discuss health policy
and its effect on the deficit, that, since 1980, domestic programs
serving the ¢ or and the elderly have sustained deep cuts, even as
citizens have suffered increased costs while receiving less than at
the deficit has grown. RMAs & result, many of our most vulnerable any
time in recent history. The Medicare program's cuts already adopted
will cost Medicare beneficiaries $14 billion over the next five
years.

Clearly, the elderly did not cause our ~urrent budeut deficit.
The Congressional Budget Office (CBO) recently found tiat, if the
budget and tax policies that were in effect when the Reagan
Administration took office had been continued, rather than changed,
the Federal deficit in FY 1985 would have been $80 billion (abcut
the same as in 1981) rather than the $212 billion level at which the
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deficit =2ow stands. The changes in defense and tax policy, along
with the increase in interest payments on the national debt, caused
by these policies, added $167 billion to the Federal deficit in
1985, meanwhile, domestic cuts--including reductions in Social
Security, Medicare and Medicaid--reduced the deficit by $38
billion. The net result was an increase in the deficit of about
$130 billion.

Let's keep in mind, then, that the elderly have done more than
their fair share in being fiscally responsible and helping to reduce
cthe Pederal deficit. They have taken the cuts on the chin and in
their wallets for seven years now and have asked for 1little in
return.

There are, however, very real savings that can ard should be
found through the providers of health care in our country and, in
fairness, savings from these cuts should be targeted to pay, at
least in part, for any Medicare coverage expansion.

The MNCSC urgcs the Committee to consider the possibility of
rebasing the DRGs to factor in more current cost and efficiency data
and using the resulting savings, which CBO estimates at $4.4 billion
in the first year, to help finance new benefits for the elderly.
Hospitals, under PPS, are still being paid based cn 1981 coast data,
even though significant cost and efficiency savings have resulted
since implementation of PPS. In addition, some services formerly
provided primarily on an in-patient basis, and included in the 1981
rates, are now provided in out-patient settings, or SNFs, where they
are separately reimbursed on a reasonable cost basis. Lower, more
accurate reimbursement rates would avoid what is, in Fffect, double

pajment for thegse services.
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Nineteen eighty~-four data is currently available on whick DRG
payment rates can be based. We firmly believe such action is
warranted and fair, and that the resulting savings should be plowed
back into the Medicare program.

Physicians should also be included in the finance design.
Inclusion of hospital-based physicians' services in the PPS payments
would raise {70 million in PY 1988, $170 million in FY 1989, and
$240 million in FY 1990, for an impressive three-year total of $480
million.

NCSC recognizes that the elderly should participate in
financing any kind of comprehentive benefit expansion. We believe
the elderly's share should be progressively financed and should not
overburden the poor, althcugh we do not support taxing the actuarial
value of the Medicare benefit. The Administration's proposal, with
its reliance on a flat premiun for all beneficiaries, runs the very
real risk of increasing the burden on all beneficiaries in order to
better protect only a few. The Administration's high cap, plus the
additional premium, would place a much greater proportional burden
on los- and middle-income beneficiaries, while it would hardly make
a dent in the assets of a few. For these reasons, a progressive
approach to beneficiary participation, with special allowances for
the poor and the near poor, is vital to providing catastrophic
protection for all elderly.

In addition, NCSC advocates the inclusion of state and local
employees under the Medicare program. Since the majority of these
citizens eventually rely on the benefits and protections provided by
cite Medicare program, we believe it is entirely fair that they also

be required to take part in the financing of the program. Revenues
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generated by the proposal should ke used to at least partially
finance the Medicare benefit improvement under a catastrophic
provision.

In conclusion, let me 3just make mention of a very important
public service of which the elderly are sorely in need.

A separate, serious problem facing the elderly, that we all
have a grave responsibility to address, is the issue of breaking the
news to the elderly of America that the public programs they've
relied on, and tha: they may rely on in the future, do not cover
long~term care. I am very concerned, Mr. Chairman, that the public
at large, but seniors especially, are being given a very false sense
of security in thinking that the Administration's plan will provide
for the costs of long~term care.

Already, a large portion of the Medicare population believes
the Medicare program provides 1long-term care coverage-~-a belief
they've been allowed to keep for far too long. Now, just as they're
beginning to hear that this may not be the case, the Administration
is holding out a new plan that, in the words of the President, will
"give Americans that last full measure of security.”

The greatest financial fear of many older Americans is the
spectre of nursing home care and the last full measure of security
they can be given is protection frcm the costs of long~term care.
The President's comments, I greatly fear, will only cause seniors to
shift from one false hope of relying on the Medicare program to
answer these needs to another of relying on the catastrophic plan
that the Administration has proposed.

I think it's very important that we go forward with a Medicare

improvement plan, but I feel very strongly that it is incumbent upon
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all of us involved in sha; ng this public policy that we are very
clear in describing Jjust what the plan will--and won't--do for
prospective beneficiaries. It would, in our opinion, be absolutely
unconscioneble if we wera at all misleading. 1If the plan would not
include long-term care benefits, that message needs to get across.
NCSC will do its part in trying to ensure that Medicaraz beneficiaries
and their families have factual, full informatic on which to base
their decisions on planning for future needs. Medicare beneficiaries
must+ not be lulled into 2 jleasant, but errcrieous, belief that tleir
long~term care needs wWill be met by paying $4.¢ a month more in
Medicare premiums.

Pinally, we must nct £ '1 to recognize the Zact that the plans
under discussion deal vy with the eldsarly population. NCSC
recognizes aad s, mpathizes with the plight of 37 million younger
Americans who have no health insurance at all. Catastrophes affect
people of all ages and somethiny °* <t be done to help these puople
as well. Mandating employers to provide h2alt insurance is one
step. But, we should also consider requiring states to ; uvide
Medicaid coverage to all those below the poverty line. A major step
was taken in this direction in the st Congress and we must
continue to press for such a Medicaid expansion.

Thuank 70u, again, Mr. Chairman, for the opportunity to testify
and present our views on the need for catastrophic health care
protection this morning. Your leadership is invaluable to the
senior c'tizens of this nation. We hope our suggestions have been
helpful arnd we sincerely hope you will continue to call on ug jin the
future as we look fcr compass.onate, reasonable solutions to the

problens facing the elderly.
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Senator Apams. Thank you, Mr. Clayman, very rauch.

I have just one question, and then I want to go to Ms. Crooks.
Would you support passage of the Bowen plan if it came up for a
vote on the Senate Floor in its present form?

Mr. CLAYMAN. The answer is no.

Senator Apams. Ms. Crooks?

Ms. Crooks. Thank you, Senator Adams.

On behalf of the more than 24 million members of the American
Association of Retired Persons, I wish to thank you for this oppor-
tunity to state the Association’s views on the problems of cata-
strophic illness.

The Association commends you and your colleagues for your in-
terest in developing a catastrophic illness plan for older Ameri-
cans. I will focus my remarks today on four areas—the first, the
major source of catastrophic ~osts for older Americans; second,
acute care costs; third, the Association’s response to the Adminis-
tration’s catastrophic proposal, and fourth, the Association’s own
recommendations.

Undisputedly, the most critical need for catastrophic protection
for older Americans is for help with the costs of long-term care, as
we have just heard.

As our first chart indicates, nurs..g home stays account for 80
percent of the expenses incurred by older people who experience
very high out-of-pocket medical costs. For most older Americans,
acute care illness is less likely than long-term illness to result in a
catastrophic burden. But Medicare’s coverage of acute care is by no
means complete. Beneficiaries must pay deductibles and coinsur-
ance for Medicare-covered services, and must bear the full weight
of the costs of non-covered medical services and goods.

About 70 percent of enrollees purchase private supplemental in-
surance plans to protect thems:lves from the gaps of Medicare in-
surance. But there is great variability in the coverage offered by
such plans. They seldom provide protection against the costs of pre-
scription drugs, balanced billing by physicians, dental, optical, and
eye care, and again, nursing home care.

Further, their cost in premiums may be high, relative to the ben-
efit returned to the insured. In addition, there is a growing need
for home health care as beneficiaries are discharged from hospitals
sooner.

It is reassuring to believe that the Medicaid program will protect
elderly people from catastrophic acute care costs. But this is not
the case. In 1986, only 27 percent of elderly people with family i
comes under $5,000 were covered by Medicaid.

Now, who among the elderly are most vulnerable to acute care
catastrophic costs? The answer must include the 21 percent of Med-
icare beneficiaries whose insurance protection is not supplemented
by Medigap or Medicaid.

As our second chart shows, these individuals tend to be very old;
they are poor, and they are trail. And anot.ier group of particular
concern is the 44 percent of the poor, elderly Americans who feel
compelled to buy Medigap insurance, but who surely must forgo
certain day-to-day essentials in oruer to do so. And we have just
heard an example of that.

3¢ &
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Secretary Bowen’s catastrophic proposal represented an impor-
tant first step in the development of a viable plan to protect Medi-
care beneficiaries from acute care catastrophic costs. But his pro-
posal, which is now the Administration’s proposal, is a minimal
one. Its $2,000 cap on coinsurance and deductibles would hardly
protect an elderly person of limited means from firancial catastro-

e.

Further, the plan offers no protection for extended nursing home
care, prescription drugs, balance billing and vision and hearing
care. The Administration’s proposal may strengthen Medicare, but
it is misleading, I think, to label it a catastrophic protectior plan.

The Association advocates the development of a benefit ir.iprove-
ment that incorporates a catastrophic cap that is more comprehen-
sive than the Administration plan. Our proposal better balances
the need for acute care protections with the need for long-term
care protections. It also includes critical protections for low-income
beneficiaries.

Our package consists of three parts. First, our acute care propos-
als include one hospital deductible per year; the elimination of hos-
pital coinsurance and lifetime limits; a $1,000 cap on Medicare Part
B cost-sharing; a prescription drug benefit, and Medicaid improve-
ments which we view as inseparable from the cap.

For transitional care, we recommend improvements in the
skilled nursing facility and the home health benefit as well as a
new respite benefit.

And third, our long-term care component would include protec-
tion against spousal impoverishment and expansion of home and
community-based services.

To pay for these improvements, we recommend an assortment of
financing sources: doubling the tobacco tax; extension of health in-
surance coverage to State and local workers, and an increase in the
Part B premium.

The proposal to finance the catastiophic plan by taxing the actu-
arial value of Medicare reprecents a radical departure from exist-
ing financing mechanisms. While we encourage the exploration of
innovative improvements, we also are not convinced that a modest
benefit package justifies such an approach. We believe that other
financing options should be exhauste? first.

And I think we must always reme.nber that we must comfo~t the
people in our country, and this is a very pressing social need.

I thank you.

: [T}Ee prepared statement of Ms. Crooks, with attachments, fi}-
ows:




STATEMENT

of the

AMERICAN ASSOCIATION OF RETIRED PERSONS

on

EXPANDING MEDICARE TO INCLUDE
CATASTROPHIC COVERAGE

Presented by:

Louise Crooks, President-Elzct

before the

SENATE LABOR AND HUMAN RESOURCEC COMMITTER

April 8, 1987

Ao 0 Vewodata of Rered Persons 19509 K Sirear N W Washington 1 20049 (202) 872-4700

John  Denming Presirdom Corih b Bracht o W3 Dvecune Duecten

86
ERIC .

Aruitoxt provided by Eic:




]

82

Thank you, Chairman Kennedy. On behalf of the more than 24
million members ~f the American Association of Retired Persons, 1
wish to thank you for this opportunity to state the Asscciation's

views on the problem of catastrophic illness.

Before I bey n, however, I would like to say that the Association
.is gratified by the current congressional and public interest in
the problem of high cost illness and its impact on the citizens
of this country. We believe that the public debate on
catastrophic illness will lead to a more complete and more
accurate understanding of the problem; the debate itself is, in
our view, a critical step in the development of workable,
appropriate solutions to a complex but hardly intractable social

problem.

Let me say, at the outset, that the Associaticn commends Chairman
Kennedy and the members of this committe. for your work towards
the development of catastrophic health protection for the

American public.

I will focus my remarks this morning on four arzas: the major
source of catastrophic costs for older Americans; the nature of
the acute care catastrophic experience among older Americans;
proposal. Yy the Administration and Cong.ess to address elements

of the catastrophic problem; and finally, recommendations by
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the Association, building in part upon the work of Secretary

Bowen, and proposals emerging from the Senate and the House.

THE MAJOR SOURCE OF CATASTROPHIC COSTS FOR OLDER AMERICANS

Let us be clear this morniny about the solrce of catastrophic
costs for this country's senior citizens. <4ndisputably, the most
critical need for catastrophic protection for older Americans is
for help with the costs of long-term, chronic illness. As Chart
1 indicates, nursing home stays account for over 80% of the
expenses incurred by older people who expecrience very high

out-of-pocket costs for health care (over $2,000 per year).

The need for long-term care leads almost inevitably to an
unmanageable financiai burden because the costs of care--be it in
an institution or in the home--are often enormous. art 2 shows
the amount that an individual would pay for a 12-month stay in a
nursing home and for modest medical expenses during that year.

At more than $20,000 each year, few families couli survive such
expenses without severe financial hardship. Medicare and private
insurance combined pay only a miniscule proportion of nursing
home costs (less than 3% in 1985). More thzn half of nursing
home costs are paid out of the pockets of residents or their
families. Most of the remaining costs are paic¢ under Medicaid, a

means—-tested welfare program. To qualify for Medicaid, one nust
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eiither be poor or reduced to poverty in the process of trying to

pay for care.

Few people can afford the expense of an extended nursing home

stay, so many eventually end up on Medicaid, but only after a
financial catastrophe has occurred. Fully one-half of Medicaid

dollars for nursing home care is spent on behalf of persons who

enter nursing homes as private paying residents. The process of
*"spending-down" one's income and depleting one's assets to ]
qualify for Medicaid can occur very quickiy. A 1985 study
conducted for the House Agidg Committee foun® that approximately
2/3 of single older persons and 1/3 of older cc vles in
Massachusetts were impoverished after only 13 weeks in a nursing

home.

As such statistics indicate, the impoverishment of a spouse in
the community in order to finance the care of an institutiona-
lized mate is one of the most serious problems facing older
couples todav. To be eligibie for Medicaid, couples must often
spend-down their combined income and assets, leaving one spouse--~
usually the wife-~destitute. Many of the same women who are
caught in the spend-down problem have spent years taking care of

ill and disabled husbands at home.

Personal care services of indefinite duration in the home are not

covered at all by “Yedicare, and the amount and type of home care
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provided under Medi.zid is extremely limited in most states-

Even those who can afford to pay for home health and other
in~home services face often insurmountable barriers in locating
competent, trained personnel. As a result of both limited access
to home care and the very high expense of nursing home care, many
older persons live in fear of becoming a burden on their
families, or being forced to enter a nursing home and spend their

lifetime savings in order to pay for care.

THE ACUTE CARE CATASTROPHIC EXPERIENCE

AMONG OLDER AMERICANS

For older Americans who have Medicare coverage, an acute care
illness is less likely to result in a catastrophic burden than a
long-term illness. Rut Medicare's coverage of acute care is by
no means without significant gaps. gaps which if not supplemented
by other forms of insurance, leave individuals vulnerable to
devascating medical costs. Chart 2 shows that a Medicare
beneficiary with two hospital stays would, on average, incur
out-of-pocket expenses that would total nearly $3000 without
private supplemental insurance and would even result in cxpenses

over $1600 with an average insurance policy.

Medic. 2 beneficiaries' liability for acute care medical costs
consists of two components: (1) Medi_are cost-sha -g

requirements (i.e., deductibles and coinsurance) for covered
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services, and {2) expeaditures for non-covered medical services
and goods. It 1s important to distinguish between these two
categories of liability srince most of the catastrophic "cap”
nlans that have been proposed permit the former (coinsurance and
deductible amounts) to be counted toward the cap but exclude the
latter (expenditures for non-covered services and goods). And
the second category of liability is by no meaas insignificant;

we estimate that, on average, for every $1.00 beneficiaries incur
in coinsurance and deductibles, they spend an additional $.50 to

$1.00 for non-covered services and goods.

1. Deductible ana Coinsurance Liability

Under Medicare Part A, beneficiaries are required to pay a

hospital deductible in each benefit period approximately equal to
the cost of one day of hospital care ($520 in 1987). They are
also responsible for coinsurance for days 61 through 90 equal to
one-fourth of the hospital deductible. For each lifetime reserve
day (days 91 through 150), beneficiaries are required to pay an
amount equal to one-half the Part A deductible, or $260 per d-.y
in 1987. While there is no deductible for skilled nursing
facility (SNF) services, Medicare beneficiaries this year will
pay $65 per day to satisfy coinsurance requirements for days 21

through 100 i, a SNF.

Approximately 23% of Medicare enrollees ace admitted to a
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hospital at least once in a given year. But only about .5% of
Medicare enrollees (158,000 in 1984) use more than 60 hospital
days in a year, thereby triggering hospital coinsurance

requirements.

In 1985, Medicare beneficiaries incurred $3.2 billion in Medicare
hospital deductible ana coinsurance liability. This amount
represented an increase in such aggregate liability of more than
1008 between 1980 and 1985. The largest portion of total Part A
cost-shar’ng liability is attributeble to the Part A hospite:

deductible.

Beneficiaries also share heavily in the cost of Medicare Part B
services. Each beneficiary must meet a $75 znrual Part B
deductible, and is also responsible for 20% of the amount that
Medicare deems "reasonable” for a particular Part B service. (In
addition, beneficiaries whose doctcrs do not accept assignment
are fully responsible for the amount their doctor charges

above the Medicare-approved rate.)

Cost-sharing requirements under Medicare Part B represent a far
greater financial burden on Medicare beneficiaries than do
cost-sharing requirements under Part A. 1In 1986, Medicare
beneficiar.es incurred $5.7 billion dollars in Tfart B coinsurance
liability and $1.7 billion doilars in part B deductible

liabi1lity. The most striking rate of increase 1in physician-
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related liabil.ty has occurred in coinsurance liability which in
the aggregate has risen by 170% since 1980. Moreover, increases
in Part B coinsurance expenditures have far outpaced increases

in Social Security benefits.

Whereas only about one-fourth of Medicare beneficiaries will
incur liability from the use of hospital services in a given
year, 80% will incur liability from the use of physiciar services
during the game period. Further only .5% of beneficiaries will
trigger hospital coinsurance costs, but fully 60% of
beneficiaries will incur coinsurance liability for physician

services.

2. Medical Services Not Covered by Medicare

In addition to Medicare's cost-sharing requirements

for covered services, beneficiaries alsu face significant
out-of-pocket costs for those acute care medical services and
goods which Medicare does not cover o: which, in the case of

certain services, are subject to Medicare's duraticnal léaits.
These acute care services include:
o Balance billing by physicians on non-assigned claims

o Dental services/products

ERIC

Aruitoxt provided by Eic:

o
o




ERIC

Aruitoxt provided by Eic:

89

o0 Optical services/products

0 Hearing care services/products

O Routine physician examinations, influenza shots, Pap

smears.

Out-of-pocket expenditures for these non-cosered acute care
services can oe staggeringc: almost $3 billion for balance
biiiling by physicians; more than $2.3 bL:llion for dental care;

and more than $1.4 billion for eye care.

3. Prescript.on Drugs

In addition, Medicare does not cover cutpatient prescription
drugs. Out-of-pncket expenditures for outpatient prescription

drugs were more than $7 billion in 1986,

Older persons consume a disproportionately large percentage of
prescription drug products. Although those 65 and older
constitute about 12% of the U.S. population, they consume about

30% of the nation's prescription drugs.

Prices of orescription drugs began to skyrocket in 1981 and have
far oupaced other item: 'n the Consumer Ptice Index (CPI) every

year gince. For the period January 1981 - June 1985,
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prescription prices rose 56%, compared to 23% for the overall
cpI. In 1986, prescription prices were again the highest of all
medical care components, increasing at a rate of 8.6% per year,

compared to the overall rise in the CPI of 1.9%.

AARP surveyed its members in 1985 and again in 1986 concerning

prescription drugs.

In both 1983 and 1986, about 62% of those over 65 said they were
taking preséription drugs on a regular basis. Of those taking
drugs regularly, about 45% said that they received some
assistance paying for those drugs from insurance or other health

coverage. This finding was also unchanged from 1985 to 1986.

A significant change occurred, however, in the percentage of
people age 65+ paying more for prescription drugs who get no
assistance. The number of people who paid more than $41 a month,
or over $492 a year, increased by 42 per cent in cne year (1.e.

i0 percentage points).

4, Bome He2lth Care

Because ovatients are now discharged earlier from hospitals, home

health care is an important component in continuing needea care.

By most measures, home health use has grown gceatly. But, the
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rate of increase in home health expenditur2s has moderated
sharply in the past few ycars and has not matched previous and
expected rates of growth. This fact is puzzling in ligﬁt of
reductions in the average length of hospital stay, the aging of
[y our population, and previous growth rates.
One possible explanation for déclining growth rates in home
health outlays is that th~ Health Care Financing Administration
(HCFA) is reducing access to this benefit by means of claim
denials and the application of vague eligibility criteria. There
is some evidence that coverage decisions are arbitrary and
capricious and the denial rate certainly varies greatly by

geographic area.

HCFA has failed to sponsor careful studies of the impact of
! prospective payment for hospital care on the need for and use of
: post-acute care services. Consequently, it is difficult to
assess the extent to which the home health services now being

provided satisfy demand.

It is clear, however, that Medicare beneficiaries face serious
problems in trying to take advantage of this benefit. First,
home health care providers are not effectively regulated and
quality control and consumer protections are weak or

non-existent. The absence of outcome-oriented quality control

measures is a significant weakness in the government's oversight
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of the program, as is the lack of graduated sanctions to apply
against providers that fail to meet required minimum standards of

performance. -

HCFA's policy and practice of restricting home health benefits to .
homebound persons in need of skilled nursing care on a part-time

or intermittent basis following an episode of acute illness

reflect the basic orientation of the Medicare program. This

emphasis on acute illness leaves a significant gap in insurance

coverage and service for the growing number of frail elderly and

those with chronic conditions.

5. Medigap's Role in Protecting Beneficiaries Against

Catastrophic Costs

The gaps in Medicare's coverage, particularly its cost-sharing
requirements, have led to the development of private supplemental
insurance plans, so-called "Medigap" policies. About 70% of
Medicare beneficiaries are covered by such plans. Since the
enactment of the Baucus amendment in 1980, Medigap plans are
required to cover: (1) hospital coinsurance; (2) 90% of Part A
expenses after exhaustion of the lifetime reserve to a lifetime
limit of 365 additional days; and (3) the 20% coinsurance on
Medicare Part B services. Such plans are not required to cover

either the hospital or physician service deductible, although
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most offer coverage of the former. Finally, the plans may impose

their own deductible of up t> $200 per year for Part B coverage.

In spite of the Baucus amendment, there is great variability in

. the depth and scope of coverage provided by Medigap plans. Most
Medigap plans provide little or no coverage cf prescription
drugs, balance billing by physicians, dental services, and
extended nursing home care. Moreover, the Baucus amendment does
not apply to employment and labor organization-related g;oup
ingurance, conversions from group plans to individual policies,
and pol?cies in effect before July 1, 1982. Finally, some plans
may be very costly relative to the benefit returned to the

insured.

It should be noted that supplemental coverage through a Medigap
plan is positively correlated with income and education. Yet
almost half of elderly people with less than $5000 per year in
family income purchase Medigap plans (see chart 3). Even if the
coverage selected is modest, the premium payments fir such plans

must constitute a terrible drain on already meager resources.

Let me at this point clarify the Association's position on the
ability of the private insurance industry to protect older
Americans from the inadequacies of Medicare's coverage. The
Association offers its members a Medicare supplemental insurance

plan that fills many of the existing gaps in Medicare coverage.
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We believe, however, that filling such gaps through the Medicare
progratn is inherently the most efficient way to insure against
acute care catastrophic costs. Accordingly, we welcome any
meaningful improvements in the Medicare program that will reduce
the need for supplemental insurance .lans or make them

unnecessary.

6. Medicaid's Role in Protecting Beneficiaries Against Acute

Care Catastrophic Costs

It is reassuring to pelieve that the Medicaid program serves to
protect elderly beneficiaries from potentially catascrophic acute
care out-of-pocket expenditures. But this is not necessarily the
case. The Congressional Budget Office (CBO) reports that in 1986
only 27% of elderly people with family incomes below $5000 were
covered by Medicaid (see chart 3). How can this be? We have
only to look to the variability in Medicaid's eligibility
requirements across states for an answer. There exists no
national mandatory income standard for Medicaid eligibility, no
mandated coverage of the "medically needy”, and no uniformity in

eligibility €or a Medicaid "buy-in" of Medicare Part B coverage.

7. The Vulnerable Elderly

Who among the elderly are most vulnerable to acute care

catastrophic costs? Surely the answer must include those who are

-13-
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not able to afford Medigap coverage, but who also do nct qualify
for Medicaid coverage. Such individuals tend to be frail,
low-income, and uniquely vulnerable to the cumulative financial
burden resulting from Medicare coinsurance and deductibles and
from the costs of all non-covered services and goods. For nearly
21% of the elderly, Medicare represents the only source of

protection (see chart 4).

A second group worthy of particular concerr includes the
poor/near poor who feel compelled to buy Medigap insurance but
who can i1l afford it. One can only surmize that siucn
indivicduals must foregyo certai day-to-day essentials in order to

purchase such protectior (see chart 3).
ThHE AUMINISTRATION PROPOSAL

The Associatica is encouraged by the demonstrated interest of the
Administration and the Congress in finding solutions to the
problem of high cost illness for older Americans, although we are
disappointed over the al.iost exclusive preoccupation with costs
arising from acute care illness. The Administration proposal
based on earlier recommendations of Secretary Bowen addresses
only acute care cosis, providing beneficiaries with unlimited
hospital coverage subject to two deductibles each year and
"capping” annual nut-of-pocket expenditures for Medicare

coinsurance and deductibles at $2000.
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The Association recognizes that, through his recommendations to
strenygthen the Medicare program, Secretary Bowen took an
important first step in the development of a viable plan to
protect beneficiaries against acute care catastrophic costs.
Nevertheless, it must also be recognized that the 3Secretary'’s
catastrophic proposal -- now the Administration’'s catastrophic
proposal -- is a minimal one. The $2000 cap on coinsurance and
deductibles would hardly protect an elderly person of limited
or even moderate means from financial catastrophe. WNor is it
likely to persuade Medigap holders to drop their supplemental
plans and self-insure for the first $2000 in coinsurance and

deductibles.

Further, under the Administration plan, no out-of-pocket costs
for the following services and products would count toward the
annual cap: long-term nursing home care, out-patient
prescription drugs, dental services, home health services,
physical examinations, balance billing by "non-assigned”
physicians, and optical supplies and services. The
Administration plan may thus offer some improvement in
Medicare's coverage, but it is misleading to suggest that it
would provide oldecr Americans with protection against

catastrophic health care costs.
Secretary Bowen in developing his catastrophic proposal has given

-15-
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a matter of critical social significance visibility and
credibility. He deserves credit for animaving discussion and
debate on the full range of catastrophic illness issues.
Catastrophic proposals developed in the Congress advance this
critical exchange of diverse ideas and help us to refine the

elements of a workable, comprehensive plan.

AARP'S CATASTROPHIC PACKAGE RECOMMENDATIONS

One cf the dilemmas policymakers face in attempting to set a
protective "cap" on catastrophic costs is pinpointing the
appropriate level for such a cap. Set the cap high, and the
benefit can be financed without great difficulty; but as is ciear
from chart 5, few are protected under such an arrangement. As
one pushes the cap down, the protective scope of the cap expands
but the cost rises proportionately. Severely restrict the
elements of liability which count toward the cap, and the plan

becomes more affordable; the danger in this arrangement, of

course, is that beneficiaries may wrongly assume that their

total out-of-pocket liability in a given year will not exceed

the cap level. As they gradually come to realize that a full
range of essential medical services and products do not cven
count toward the "catastrophic” cap, they are zpt to feci

disappointed, if not duped.
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It is important, then, that any plan that lays claim to
providing any level of catastrophic protection must identify and
appropriately address actual sources of vulnerability. The
Association believes that long-term care is the real source of
catastrophic costs for older Americans, including middle-income
older Americans. We also believe that while acute care costs--
for both coinsurance and deductibles as well as non-covered
services and goods including prescription drugs-- can threaten
the financial security of many older Americans, they are

potentially devastating to low-income elderly.

Given these concerns, the Association advocates the development
of a benefit improvement that incorporates a catastrophic cap but
is more comprehensive than the Administration plan and that, in
our opinion, better halances the need for acute care catastrophic
protections with the need for long-term care catastronhic
protections. It also includes critical protections for

low-income Medicare beneficiaries.

We do not delude ourselves in advancing the following set of
recommendat ions that we have solved the catastrophic problem for
older Americans. We do believe that in many respects our
proposals expand, refine, and improve upon the efforts of others
who have also grappled with this complex issue. Our proposals
represent an earnest attempt to fulfill the President's pledge to

protect Americans against catastrophic health care costs.

-17-~

103




99

The benefit structure of the Association's package can be divided

into three pieces:

1. Acute Care

2. Transitional Care

’

. 3. Long-term Care

Under the acute care

component.,, Wwe propose the following:

o One hospital deductible per year:

o Elimination

o Elimination
o A $1000 cap

deductibles

of hospital coinsurance;

of lifetime limits on hospital care;
on Medicare Part B cost-sharing (i.e.,

ana coinsurance);

o A prescription drug benefit with a $200 annual

deductible and a copaymen. on each filled

prescription;

o Improvement

1n the Medicaid program through the

establishment of a uniform mandatory income

standard for Medicaid eligibility, and exnansion of
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coverage through the Medicaid "buy-in" of Medicare
Part B services. We view this element of the
package as inseparable from the cap which, at
$1000, is too high to adequately protect low-income

beneficiaries.

o Elimination of SNT coinsurance:

o Elimination of the three-day prior hospitalization

requirement for SNF eligibility:
o An expanded home health care benefit:

o A respite benefit (carrying a 50% copayment) to

provide assistance to caregivers.
Our long-term care component would include:

]
Under the transitional care component, we recommend:
|
0 Protection against spousal impoverishment including both 1

income and liquid assets;

o Expansion of home and commun:ty-based services: and
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o Exploration of the feasibility of capping out-of-pocket

costs associated with long-term care.

FINANCING THE BENEFIT PACKAGE

The Association recognizes that, g}ven a burgeoning federal
delicit, the kind of improved benefit package we are recommending

. must be self-financed. Further, results of a recent AARP survey
indicate a willingness among a majority of older people to pay
increased premiums in return for significantly expanded benefits.
tlevertheless, the full burden of the costs of the improved
package we are advocating should not fall exclusively upon the
elderly. To pay for the improvements we have described above, we
propose using an assortment of financing sources, some targeted
or: improvements in the Medicare program and others targeted on

Medicaid remedies. These potential revenue sources include:

=20~
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Potential Revenue Source Target Estimated Yield
o Doubling of the tobacco tax Medicaid $2.9 billion (1988)
o0 Extension of HI coverage to Medicare $1.3 billion(1988)
state and locul employees $5.1 b.llion over
3 years
o Increase in the Part B Medicare Up to $3.7 billion

Premium not to exceed an

additional $10/month

Total: $7.9 billion (1988)

The package we have propcsed, would probably not represent a
replaceren. for a typical Medigap plan. We believe, however,
that responsible private insurers would respond with a
corresponding offset (i.e. reduction) in Medigap premiums to
match their reduction in risk exposure. Thus, the net additional
cost in premiums to the 70% of Medicare beneficiaries cartying
supplemental insurance could be minimal. As a complemcntary
measure, orr .ecommended Medicaid improvements would serve to
protect those not currently covered by Medigap or Medicaid.

The proposal offered by some members of Congress to finance a
catastrophic plan by taxing the actuarial or imputed value of
that portion of the Medicare benefit that is not paid for by the

employee during working years or through the Part B premium

-2]l-
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represents a radical dejarture from the financing mechanisms
which presently support the Medicare program. While we encourage
the exploration of innovative financing approaches to fund
catastrophic protections, we are not convinced that a modest
benefit package justifies the adoption of such a radical change
in existing financing mechanisis. We helieve that otner
financing cptions should be exhausted before we consider such an

approach.
CONCLUSION

I would like td conclude my remarks this morning with two
observations. First, we focus our attention here today on the
plight of older Americans, many of whom struggle daily under the
crushing weight of catastrophic medical costs. Initia’ action to
address their plight is appropriate and, indeed, long overdue.
But let us not forget the suffering of some 37 million

Americans under the age of 65 who have neither public nor private
health insurance and the 15 million who do not have adequate.
Surely a natlon as richly blessed as ours in material weaith,
wisdom, and compassion can summon the resolve to correct this
terrible and intolerable social wrong. For our part, we cannot
in good conscience support filling the "gaps" in Medicare's
coverage, while at the same time ignoring inmadequacies in health
insurance coverage for working Americ¢ns and our natijon's

children.
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Finally, as we convene this morning, we do so with the
realization that Congress is poised for action on catastrophic
protections for older Americans. Whatever the outcome of this
year's initiative on catastrophic ifllness, let us be scrupulously
correct in characterizing te the American public what we have
accomplished and, perhap. - importantly, what we have not
accomplished in our efforts to come to grips with one of this

country's most pressing gsocial needs.
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Senator Apams. Thank you very much, Ms. Crooks.

Dr. Feder?

DPr. Feper. Thank you.

I am Judith Feder, Co-Director >f the Center for Health Policy
Studies at Georgetown University Medical School, and I appreciate
the opportunity to testify before you today on the research we have
done using survey data on the income and acute medical expenses
of the elderly. Let me be clear that my remarks deal only with
acute medical expenses and do not deal with the separate but im-
portant issue of long-term care.

We have heard a great deal today about the medical bills the el-
derly face despite Medicare’s extensive coverage. Whether these
out-of-pocket expenses are manageable or catastrophic has a great
deal to do with income. Large medical expenses may constitute a
financial catastrophe for any individual. But for individuals with
low income, even relatively small expenses can be catastrophic.

In 1986, almost a quarter of the elderly spent more than 15 per-
cent of their per capita income out-of-pocket on medical bills. Over
one-third of elderly neople with incomes less than $10,000 experi-
enced such catastrophe, while among elderly with incomes above
$10,000, fewer than 6 percent faced catastrophe.

Catastrophe also has a great deal to do with Medicare’s struc-
ture. Because Medicare requires equal cost-sharing of all benefici-
aries regardless of income, lower-income people face greater pro-
portionate burdens than the better-off. And because cost-sharing
rises with service use, the burdens are greatest for those who are
most sick.

The elderly who are sufficiently unlucky to have low incomes
and to nexd a hospital stay have a better than even chance of
facing financial catastrophe.

Unfortunately, the Administration’s proposals for Medicare im-
provement would do little to alleviate these problems. The Bowen
plan, with its $2,000 cap on Medicare-c: vered expenses, would help
the small number of elderly—about 3.5 percent of all elderly—with
very large expenses on Medicare cost-sharing. But most people who
spend more than 15 percent of income out-of-pocket never reach
the $2,000 cap. Eighty-four percent of these people spend less than
$2,000 on all their medical expenses, and only about half that
spending would count toward the cap.

In other words, most elderly who spend 15 percent of income out-
of-pocket reach catastrophe long before they would reach Bowen’s
proposed limit. Only 6.5 percent of the elderly with catastrophic ex-
penses woiild spend enough to benefit from the cap.

In sum, a high dollar cap limited to Medicare-covered spending
cannot address the fundamental problem of catastrophe which is
concentrated among the lower-income elderly.

Legislation to address this problem should expand the services
Medicare covers, set caﬁs well below $2,000, and target additional
financial protection to the lower-income elderly.

Although our discussion has focused heavily on financial mat-
ters, I would be remiss if I failed to comment on the implications of
limited insurance for the use of medical care. Lower-income elderly
not only experience higher out-of-pocket burdens as a percent of
income than the better-off; if they lack Medicaid or private Medi-
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gap insurance, they are also likely to get less medical care. People
in poor health without supplementary insurance use only about
half as much medical care as the people who have supplementary
protection.

We must therefore remember that catastrophe is not just finan-
cial. High medical costs and limited insurance mean that some
people may be going without the care they need.

I commend you and the Committee, Mr. Chairman, for your ef-
(fiorts to alleviate these significant burdens among our Nation’s el-

erly.

Senator Apams. Thank you, Dr. Feder.

[The prepared statement of Dr. ™ der follows:]
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Mr. Chairman, members of the committee: I am Judith Feder, Ph.D.,
Co-Director of the Center for Health Policy Studies of the Georgetown
University School of Medicine. I appreciate the opportunity to testify
before you today on improving the elderly’'s protection against
catastrophic medical costs. My testimony is based on research I have done
with Harilyn Moon, Ph.D., and William Scanlon, Ph.D., using the National
Medical Care Use and Expenditure Survey  {That survey was conducted in

1980. Responses have been adjusted to approximate experience in 1986).

Looking only at acute medical care--that is, putting aside the important
but separate issuc of catastrophe due to long-term care--our research
indicates that despite Medicare, a large proportion of the elderly
experiznce catastrophic financial burdens due to illness; that burdens are
greatest for the lower income elderly and for the very sick; and that
financial burdens appear to limit access to medical care by elderly in
poor health who lack private Medigap insurance or Medicaid to supplement
their Medicare coverage. Although the adzinistration's proposal,
developed by Secretary Bowen, would fill significant gaps in Medicare's
coverage, it would do little to address these fundamental problems of

catastrophic medical costs.
Although Medicare finances most of the elderly’'s medical care, elderly

people continue to face sizable medical bills. These bills come from two

sources: the premiums and cost-sharing for services Medicare covers

i1g
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(primarily hospital and physician services) and the full cost of services

Medicare excludes (like prescription drugs, dental care and eyeglasses).

Whether out-of pocket expenses are manageable or catastrophic has a lot to
do with income. Large medical expenses may constitute a financial
catastrophe for any individual, but for individuals with low incomes, even
relatively small expenses can be catastrophic. In 1986, almost a gquarter
of the elderly spent more than 15 percent of their per capita incomes out-
of-pocket on medical bills. Over one-third of elderly people with inc-ames
less than $10,000 experienced catastrophic burdens (spending over 15
percent of income out-of-pocket). Among elderly with incomes above

$10,000, fewer than 6 percent faced such catastrophic expense.

Catastrophe also has a lot to do with Medicare's structure. Because
Medicare requires equal cost-sharing of all beneficiaries, regardless of
income, lower—income people face greater proportionate burdens than the
better~off. And because cost-sharing rises with service use, the burdens
are greatest for those who are most sick. Elderly people who are
sufficiently unlucky to have low incomes &nd to require hospital stays

have a better—than-even chance of financial catastrophe.
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Unfortunately, the Administration's proposals for Medicare improvement
would do little to alleviate these problems. The Bowen plan, which sets a
$2,000 cap on Medicare-covered expenses, would help the small number of
people--about 3.5 percent of the elderly--with very large dollar expenses

on Medicare cost sharing.

But most people who spend more than fifteen percent of income
out-of-pocket never reach the $2,000 cap. Eighty-four percent of these
people spend less than §$2,000 on all their medical expenses. Only about

half that spending is on services that the cap would cover,.

In other words, most elderly who spend fifteen percent of income out-of-
pocket reach catastrophe long before they reach Bowen's propnsed limit.
Only 6.5 percent of the elderly with catastrophic expenses spend enough %o

benefit from the Bowen cap.

In sum, a high dollar cap on Medicare-covered spending cannot address the
fundamental problem of catastrophe, which is concentrated among the lower
income elderly. Legislation to address these problems should expand the
services Medicare covers, set caps well below $2,000, and target

additional financial protection to the lower income elderly.
Although discussions of catastrophe focue on financial burdens, I would be

remiss if I failed to comment on the implications of limited insurance for

the use of medical care.

120




116

-4

Lower income elderly mot only experience higher out-of-pocket burdens (as
a percent of income) than the better off. If they lack Medicaid or

private Medigap insurance, they are also likely to get less medical care.
People in poor health withcut supplementary insurance use only about half

as much medical care as people with supplementary protection.

We must therefore remember that catastrophe is not just financial. High
medical costs and limited insurance nean that some people may go without

the care they need.

1 commend you and your committee, Mr. Chairman, for your efforts to

alleviate these burdens for our nation's elderly.
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Senator Apams. Our next witness is Mr. James Moorefield, Presi-
dent of the Health Insurance Association of America.

Mr. Moorefield?

Mr. MoorerieLp. Thank you, Mr. Chairman.

I am Jim Moorefield, current President of HIAA, but I find my
clock is running, and in three and one-half weeks 1 will be relin-
quishing my duties as President of HIAA to my successor. I have
also just been advised by the Department of Health and Human
Services that on June 1, I too will join the ranks of the Medicare
elderly. So I have a personal as well as a special interest in this
hearing and what may result.

Sir, I was privileged to serve as a member of Secretary Bowen’s
private-public sector advisory committee on catastrophic illness.
After touring the country and hearing from more than 100 wit-
nesses, the advisory committee unanimously concluded that most
Americans are adequately protected against catastrophic acute
health care expenses by private insurance or by private insurance
in combination with public programs.

But they also concluded that there are three most critical cata-
strophic illness problems that have to be resolved. The first would
provide long-term care, which includes home care and intermediate
and convalescent nursing home care for the chronically ill. And
second, we should find means to provide basic as well as cata-
strophic health insurance for the 85 million or so Americans who
are without any insurance or whose insurance is inadequate to pro-
tect against a catastrophic illness—namely, the medically uninsur-
able, the poor, and the working near-poor. And third, they felt that
it was necessary to provide adequate coverage for those 3 to 5 mil-
lion people, those over 65 who do not qualify for Medicaid and
cannot afford the private sector’s cv.erage.

The HIAA compliments the Secretary and President Reagan and
the Chairman of this Committee, sir, and you and the other Mem-
bers of the Committee and others in Congress who are providing a
forum to bring the public’s attention to the problems of catastroph-
ic illness and give us an opportunity like this wher. we can debate
the issues and, hopefully, advance some viable solutions.

I also apﬁreciate the fiscal restraints in which the Administra-
tion and the Congress are working. But I would be less than
honest, sir, if I did not express my disappointment with the empha-
sis that is being placed on the need to first restructure the Medi-
care system, a system that is working and a system that, when it is
coupled with private insurance, or with Medicaid, is working ex-
tremely well.

I respectfully suggest, sir, that the present focus on Medicare re-
structuring is misdirected, and that the focus should be on the
long-term care needs of the public and on providing adequate cov-
erage for the uninsurables, the ;oor, ard the near-poor.

I am proud of the industry’s record in providing coverage. Most
Medigap policies being written today exceed the Baucus standards.
Most provide benefits equal to or even in excess of those that Sec-
retary Bowen and others are proposing.

For example, a very recent survey of the top 12 commercial Me-
digap insurers, which represents about 66 percent of the commer-
cial Medigap business, shows that 86 percent of those policies now
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provide unlimited—unlimited—hospital days, paying 100 percent of
all Medicare-allowable hospital expenses, and that 93 percent of
those policies provide unlimited coverage for Medicare-allowable
Part B expenses.

The industry is doing a good job in filling the Medicare gaps. But
if this Committee or others feel that it is necessary to somehow
assure more generous benefits than are now provided by Medicare,
we suggest, sir, that you expand the Baucus minimums to include
and assure a catastrophic feature and that you enact legislation
that would allow us, the private sector, to pvovide a freestanding
catastrophic affordable policy—one that is equal to Bov.2n or ex-
ceeds it.

The Medicare-Medicaid private health sys . s working well for
80 percent of those age 65 or over. Of the remnaining 20 percent, as
the chart illustrates up there, about half can afford, but choose for
whatever reason not to purchase supplementary insurance. You
should concentrate, sir, on the ways to provide adequate coverage
for the remaining 10 percent of those who do not qualify for Medic-
aid and cannot, afford a private policy.

The entire Vledigap-Medicare system does not have to be restruc-
tured to mee: the needs of that 10 percent of America’s population
that are age 65 or over. Our statement, which you have in hand,
outlines the vizole solutions to the Medicare problem, as well as
what can be done to fill the more critical gaps in coverage, namely,
long-term care coverage and coverage with the poor, the working
near-poor, and for the medically-uninsurable.

Sir, our association stands ready, as does my successor if I am
not around, to give you all the assistance that you may need.

Thank you.

[The prepared statement of Mr. Moorefield, with an enclosure,
follows:]
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1 am James L. Moorefield, President of the Heala lnsurance Association of
America. The HIAA is a trade association with a membership of about 335
insurance companies. Our members write over 85 percent of the private health

insurance available from insurance companies in this country.

The nature of our business has given the HIAA considerable experience in the
field of health benefits over the last tharty years. We urge you to use this
practical knowledye as you study the health care needs of people in this

country.

To judge from news reports, the question of the hour is: Do Americans run
the risk of financial Tuin when faced with a catastrophic illness? In his
report to the President lasc November, HHS Secretary Bowen said that the
present health care system provides substantial benefits to most peorle. He
noted that virtually all the elderly ang nine out of ten people in the general
population have health insurance. but he warned of gaps in catastrophic
coverage that need to be filled, especially for older Americans and the

working poor.

In the case of the elderly, some of these gaps have already been closed Ly
a partnership between government and private ihsurers that protects older

people from catastropnic hospital and medical bills. Medicare pays a large

Q ’ 13?-'5
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portion of the elderly's expenses for acute jllness and private insurance
policies known as "medigap" pick up the deductibles and coinsurance -- those
9aps in coverage that Medicare assigns to the elderly to pay themselves.
Today, seven out of ten older people have some form of private insurance or
medigap to supplement their Medicare venefits thereby avoiding catastrophic

hospital and medacal bills.

A medigap policy allows older Mmericans to spend up to 150 days -~ that's
nearly five months -- in a hospital without paying any Medicare coinsurance.
And, if an elderly patient exnausts his 150 day Medicare hospital bencf its,
but needs to remain in the hospital, his private medigap policy will cover
another 365 days, paying at least 90 percent of all Medicare allowable

hospital expenses.

In addition to covering hospital expenses, medigap policies help older
people with some of their other medical expenses, particularly doctor's
bills. Medicare pays 80 percent of these medical bills after determining the
"reasonable and customary’ charge for the services performed. Private medigap
policies pick up the remaining 2U percent of expenses allowed by Medicare up

to at least $5,000 a year.

Medigap policies are regulated by the states and must meed the standards 1
Just described. These minimum standards were set by the Baucus Amendment to

the 1980 Social Security Disability Act, an amendment designed to protect the
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elderly from overpriced or substandard medigap insurance policies. The
standards set up by the Baucus amenoment have been adopted in 46 of the 50

states, Puerto Rico and the District of Columbia.

In addition to enforcing minimum coverage standards for medigap policies,
state laws also require insurers to pay benefits for pre-existing health
conditions after the medigap policy has been in force for six months, Benefit
payments must increase to keep up with rising health care costs along with
changes 1n Medicare co-payments and geductibles. Older people are allowed to
return the policy within 10 days for a full refuna. Lompanies that sell
Medigap insurance are also bouna by fair trade practices such as simplified

policy language and truth-in-advertising designed to protect the consumer.

1 should also poi- out that current state law requires insurers to
provide medigap consumers with simplified explanatory materials which describe
what benefits Medicare and medigap policies do and do not cover. Tnis Guide

to Health Insurance for People with Medicare was developed by the National

Association of Insurance Commissioners in coordination with the HIAA and the

Health Care Financing Administration.

The conditions I have just mentloned are purely mininmum standards that
most medigap policies surpass. Many provide "first dollar" coverage by
picking up the Medicare Part A hospital deductible (currently $520), as well
as the Part B annual nedical deductipble of $75. A recent HIAA survey of 12

top commercial medigap carriers (representing about 66% of the total

127.
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individual meciyap business written by commercial insurers) shows that 8€% of
their policies covered unlimited hospital days, paying 100 percent of all
Medicare allowable nospital expenses. The same survey showed that 92 of
those companies' pclicies had unlimited coverage for Medicare allowable Fart B
expenses. Some mecijao policies also cover expenses that Medicare wili not
pay for at all, such as gental and vision care, routine check-ups, hearing

alds ana out~patient orugs.

Last year, thc ok. was asked to investigate the effectiveness cf the
Baucus Amendmerit .n asSurlng the elderly that medigap policies meet their
needs. The conyressional watchdog agency reported its findinys to the House
Ways and Means Subcotmittee on Health last October. 1In its review of 142
policies sold by %« commercial insurers ana 13 Blue €ross/Blue Snield plans,
the GAU made no re.oxmendations for further controls since, it said, the

elderly were receiv.ns adequate protection.

The GAU repor: 5.s0 found that medigap policies sold by commercial
companies with mere tnan $50 million in premiums generally met the Baucus loss
ratio requirements. Tnat means that at least &0 cents of every premium aollar
was returned as Lene‘its or added to reserves. The loss ratios for the most
commonly purchase. .-iicies, however, generally exceeded the recommendations
fuund in tne baucus wiencment. For example, coverage sold by The Prudential
Insurance Company for AARP members must by contract pay 80 cents of every

dollar in benefits. (urrently, about 10% of all Medicare beneficiaries nave

N
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such coverage through the AARP. It is also important to point out that HIAA
surveys show that nearly 40 percent of all medigap is purchased on a group
basis. The Baucus Atendment requires all medigap sold on a group basis to pay

at least 75 cents of every premium collar in benefits.

The GAJ report concludes that the protection these policies give the
elderly could be consicered a form of catastrophic health insurance. But the
report also noted that few Medigap beneficiaries need this benefit since hCFA
data shows that only about 2,000 Medicare beneficiaries, or .007 percent of

people 65 and older, spent more than 150 days in the hospital in 1984.

It would seem then that older people who have bought medigap policies do
not need to worry about catastrophic hospital expenses. They are, however,
exposed to more serious financial consequences when faced #ith doctor bills
since Medicare will only pay 80 percent of what it consicers "reascnable and
customary" medical charges. Even though medigap insurance picks up the
remaining 20 percent of the Medicare allowance, older people are still
responsible for payang the difference between what their insurance reimburses

and what their physician charges.

0Older people would be helped with this problem if the Health Care
Financing Administration helpea them idgentify those physicians ang other
providers who accept Medicare's fees as full payment for their services. HCFA

could publish directories with the names and addresses of participating

129
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physicians and even provide toll-free hotlines. It could also develop
incentives for electronic billing of physician claims as well as for
streamlining the coordination of billing for Medicare arc Medigap penefits.

We would also encourage Medicare to be more aggressive in its pursuit of
cost containment. This means more stringent utilization review, pre-aomission
certification and mandatory second suryical opinion proyrams. These are all

techniques usea routinely in privately managed health care plans.

In spite of these problems, Medicare ano private health insurance are
protecting most of the nation's elderly from catastrophic acute care costs.
In January 1987, the HIAA commissioned Market Facts, one of the largest
marketing firms in the country, to assess consumer experience witn medigap
policies. Over 1,500 people 65 and older who have medigap policies were
surveyed from a demographically balanced national sample. The survey found
that & in 10 say they were not pressured into purchasing a medigap policy and
an equal number say that their policy was fairly priced. Anong those who have
already filed a claim with their medigap insurer, 8 in 10 say that the claim
was promptly paid and that the insurer paid as much of their medical costs as
they expected. The survey also revealed that 9 in 10 of the people who filed
a claim were satisfied with their policies. I have brought copies of a
detailed report on this survey with me today which I will distribute to anyone

incerested in it.

77-532 - 88 - 5
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Our research also indicates that Medicare and private health insurance
are protecting about 70 percent of the nation's elderly from catastrophic
acute care costs. Medicare and Mediczio cover another 10U percent, leaving 20
percent of those 65 and older Vulnerable to the gaps in Medicare's hospital
and medical benefits. HMbout half of these people can afford private
supplemental insurance, but have chosen not to purchase it. The remaining 10
percent of the elderiy have no medigap insurance, but are not eligible for

Meogicaid. These are the elderly who need help most.

INSURANCE INDUSTRY ALTERNATIVES TO MEOICHRE

CATASTROPHI(C LELISLATLON: AMEND BALLUS

1ncluoing Catastrophic Features in Minimum Stancards

The commercial health insurance inuustry believes that restructuring
Medicare to cover catastrophic acute health expenses as proposed will provide
limited benefits to few people, that most beneficiaries already have adequate
private protection and that current proposals 0o not address true catastrophic

expenses, such as long temm care.

We feel that the Private sector should be allowed to continue cffering
this protection. One way to assure that all Medigap meets Longress' new test

for catastrophic acute medical expenses is to amend the Baucus law to make

unlimited hospital and Fart b coverage a minimum standara.
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Amending Baucus S0 That Insurers Can Offer

a Catastrophic "Stand Alone" Plan

longress shoula bear in mind before criticizing the industry regarding
what it thinks is a failure to offer catastrophic coverage similar to the
Bowen plan, that the 1980 Baucus standards are what Congress, the
Administration, insurers, state insurance regulators, and consumers decided
were necessary coverages when that legislation was being ogebated. Secretary

bowen simply has refocused the gebate.

lnsurers currently cannot write a stand-alone Bowen-type "catastrophic®
policy and market it as a Megicare supplemental plan. This is because it
would not match the Baucus minimum stanoards. Under current law some states
would allow us to write such a limited benefit plan, so long as it 1s not
called "Medigap.” However, this could confuse consumers and thus limit such a
plans' market appeal. If Baucus was amenged so that insurers ceould underwrite
a Bowen-type product and market it as a Medigap policy, this problem could be
averted. Insurers feel that they can underwrite such a policy and sell it at

a price comparable to Bowen's.

MLDICARE CATASTROPHIC LEGLISLATION:

ACCUMMUDATING EXISTING PRIVATE COVERAGE

waiver for Private Coverage

If a Medicare catastrophic restructuring plan is approved by Congress,

such a bill might include a waiver provision so that if beneficiaries wish to
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be covered by a private hedigap plan rather than under new Medicare benefaits,

they may do so.

Many Meoigap policies provide first dollar coverage and cover berefits
that Megicare does not, such as physician balanced billing, vision ana dental
care, and prescraption drugs. Allowing beneficiaries to choose this coverage
to supplement current Medicare benefits, rather than rewriting Baucus, state
laws, and private plans so that insurers can sell coverage to meet any Q9aps
left over after a Meaicare catastrophic plan 1s passed, would save months or
years of confusion both among consumers and 1n the insurance marketplace.

Also such a waiver would 00 nothing to prevent beneficiaries from choosing the

government plan.
Transition Rules

Finally, if a Medicare catastrophic plan is approved by Conyress,
adequate transition rules should be included allowing time for states to
change existing laws regulating the Medigap business. At least an lb month to

2 year period would be needed because some state legislatures meet only every

other year.

If a Medicare catastrophic plan passes, 1t is likely thdat exasting
Medigap coveraye would pe considered duplicative. It 1s currently a violation

of thz Federal Baucus law to knowangly sell duplicative coverage unless the

133
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benefit payments are also auplicative. We are concerned that payments for
claims wouLd be mace by both Medicare and private insurance. The negative

cost contaiment factor upon both programs is real.

In addition, many private supplemental policies arz "guaranteed
renewable.” Tnls means that if new laws are passed affectiny existing private
coverage, insurers w1ll be restricted from making changes in penefits that
would dove-taii or supplement new Meaicare benefits. The result would be
additional and su.siaiitial consumer confusion over the relationship between

private and goverental coverages.

Further, baucus includes many consumer protections. For these reasons,
the Baucus law wl.. nave to be amended and a transition pericd will have to pe
provided if the iru..iry is to continue to cover any gaps in coverage which

may remain after & ~colcare restructuring law is passed.

“ra ~FUNDING RETiRet HEALTH BENEFLTS

Anotner way to ensure that more Medicare beneficiaries have protection
for gaps in covereys .5 to encourage more employers to provige hea)th
insurance benefit: t. tnear retired workers. The U.S. Department of Labor
reports that curreni.y only 57 percent of employees in large and medium-sized
companies will recc:ive employer-proviced health benefits that supplement

Mecicare when they retire. Although this percentage is expectea to grow,

" 134,
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coinciding with the growing number of the elderly, the present federal tax
policy is a major reason why many more employers are choosing not to do more

for their retirees.

specifically, the Deficit Reduction Act of 1984 has limiteu the tax
advantage to pre-funding retiree health benefits. The H1AA urges Congress to
consider the wisdom of a federal tax policy that discourages people from
making financial arrangements tooay which would help pay for their health care

tOOTIoW.

LONG TERM Cait: Tht REAL CATASTRUPHE

Pre-fundirg for retiree health care would also help workiny people
prepare for the biygest catastrophic .iealth care cost of old age -- long-term
care, the catastrophic expense that 90 percent of the elderly are unprotected

from tooay.

A recent stugdy, financed by the National tenter for Health Service
Research, getermined that older people who had more than $2,000 worth of
out-of-pocket expenses in a given year, spent 8l percent of this additional
expense On nursing home care. At the same time, their annual out-of-pocket

expenses for hospital and physicians fees were respectively 10 and 6 percent.

Most people 0o not realize the enormity cf the risk they run when facing

long-term care. In 1985, tne insurance industry conducted a survey of 1,000
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Americans between the ages of 50 ang 64. Through it we learned that although
more than half of them worry about a chronic illness or disability in their
0ld age, less than one-fourth of them know that Medicare will be of little use
to them should they ever need long-temm care. Even more telling 1s the
finding of a recent survey of the elderly by the ASRP: about 80% believe

Medicare covers long-tem care.

Misconceptions about government assistance in payiny for lony-term care
are echoed in popular peliefs about the role that private insurance plays in
Providing this kind of protection. 1n spite of industry educational
campaigns, many older people still think that they already have long-temm care
coverage because they own a medigap policy. But medigap insurance is not
long-temm care insurance. Medicare's coverage of long-termm care is limited
and since medigap policies are designed to supplement Medicare, medigap

long-temm care benefits are also limited.

In an effort to eliminate these misconceptions, I personally offered the
HIAA's assistance to HHS Secretary bowen in embarking on two educational
campaigns regarding the benefits and limitations of the Medicare program and
the need for financial protection against expenses associated with long-term
care. Our discussions have focused on targeting middle-aged sons and
daughters of the elderly, as well as the elderly themselves. Although this
effort 1s still 1n an exploratory stage, we feel the prospects for the

campaign are promising.

136
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The hlAA also has recently expanded existing educational programs
regarding tne need for long term care and defining what is and is not covered
vy Medicare and mediyap. Following are some of our activities:

o Educational booklets for consumers, policymakers, and legislators.

o Up-ed anu other agvertising focusiny on long-term care, Megicare
and mecagap (a meolgap “Know Your Rights” ad has rin in 50 Plus
magazine and wili soon run 1n newspapers in selecteq areas of the

country.
o lonsumer ano agent-oriented slige shows.

o A consumer &U0 number for information on the availability of lony

term care insurance 1n every state.
s} Media seminars on long-term care.

o] Long-term care kits for Hlas member companies designec tu encourage

development of new products.

Americans may not yet have accepted the idea that they need long-term
care protection, but private long-teim care insurance 1S available. In 1986
we surveyed our member companies and found that as of June 1966, 12 of them

were offeriny inoividual long-term care policies of the indemnity-type. These

147
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are policies which offer a fixed amount of money per day. Since compieting
our survey we learnea that four more member companies have entered the
market. Today, an average of six H1AA companies are selling policies in each

of the 50 states.

what is covered by the typical private lcng-term care policy? In our
. survey, we gefined this type of policy as one which covers nursing home stays
and/or home health care for not less than 12 consecutive months. The maximum
benefit period for a typical policy, however, 1s 3 years, although a
substantial number offer 5 years of coverage. This coverage appears to be
adequate since one half of all nursing home residents stay only %0 days and 93

percent of all residents are discharged within 5 years.

Services covered in these policies include skillee, intermediate,
custodial and hame health care. Of the 1% policies analyzed in our survey,
all offer skilleo nursing care, 10 also provige intermediate nursang and
custodial care, 8 include home health care, and 2 pay a cash penefit for

purchasing necessary care at home.

We do not know how many lony-term care policies have been sold because
many companies have just entered the mariet. The companies that do have
tallies, however, tell us that there were about 130,000 policyholders as of

January 19s6. Their average policyholder is 75 years old.
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anot T 15 HIAA companies are developing new lony-term care products.
Many of these are "group” policies which means they can te sola at a lower

premium with little or no 1ndavicual underwriting.

we believe that private long-tem care insurance can play an important role in
protecting many elderly from catastrophic lony-term care costs. However,
consumer education Tregarding the shortcomings of existing coverage is critical

to the success of any long-term care financing scheme.

CHTASTROPHIC FRUTECTION FOR THE UNDER 65 POPULATION

But what about the people who are under 65 years of age? For the
working population, studies of group healith insurance plans offered by

employers show:

o 17Z million indiviguals have major medical coverage providing

hospital and meuical benefits.

s} Nearly 8% of working people today having maximum benefits of

$1,000,000 or more (compared to 46 percent in 1980).

0 91% of all insured working people have limited out-of-pocket
expenses of $2,000 or less (compared to 75 percent in 1980).

o Uver 99% of all insured employees are covered for inpatient

expenses assoclated with mental and nervous disorders.
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o Over haif af all insured employees have coverage for home health

care and almest two thirds for second surgical opinions.

For tne woraing poor, who earn less than $10,U00 a year, but have no
health insurance penefits, we suggest that Congress enact incentives to
encourage smali co”pani€s to cover their employees. Dr. Howen proposed
offering the self-erployed full deductions on their own health insurance plans

as long as thriey cove: their employees as well.

We would a:sc urge that state mandatory benefit laws be removed so that
insurers can offe. .ess expensive catastrophic-only health plans to small
employers. States could also be given greater flexibility with Meuicaid
programs 1n orcée: t& cover the meaicaliy neeay independent of wtner welfare
programs and to Cc.eI low-1ncome working parents, as well. ). might also be
possible to offel = syusidized Mecicaid "obuy-in"™ for unins'.red low-income

people who are rct eiigaole for Medicaid.

We Cannot Ta.s to ment10n those who have no healtn ;nsurance berause
they have chronic re€alth problems such as diabetes, heart disease or AIDS “hat
have made them inc.:,ivle for private individual insurance. Many of these
individuals are woi«.r, or can otherwise afford to buy coverage. lhe HlhA
SUpports propos..s i rake health insurance available for tnose whe fing

themselves 1n tnic situation. 1 ast - we supporred leg: .lation introauced
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during the 95th Longress by you, Chairman Kennedy, which woulo encourage
states to establish risk pools for people considered uninsurable. We expect
similar Jegislation to be introduced this year and we will continue to support

these efforts.

Eleven states currently have some form of health insurance pool for
uninsurables: (onnecticut, Florioa, Indiana, Iowa, Minmnesota, Montana,
Nebraska, North Uakota, 11linois, Ternessee, and Wisconsan. In 1975, the HIAA
supported the creation of the first state Iisk pool in Connecticut. Because
of this pool, there are now no uninsurables in Connecticut. Under the
Connecticut law, the losses of the pool were to be shared amony all tre
competitors in the health 1nsurance market place -- the commercial insurers,
Blue Cross/Blue Shield, HMU's, and self-insured employers -- on a pro-rata
basis. Thus, the high-rask 1ndividuals receivea coverage but the competitive

market place was not upset.

Subsequent court interpretation of the 1974 Employees Retirement Income
Security Act (ERISA), however, which precludes the states from regulating
employee benefit plans, means self-insured employers need not share in any
pool losses. As more and more large employers self-insure, the burden of pool
losses falls harder and harder on an ever decreasing base, principally small
employers and incividual purchasers of health insurance policies, who are
alreagy paying higher costs for their healtnh protection. Federal legislation
is requirea to solve this problem and to guarantee the establishment of a

program in every state.
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Most important, the state high risk pool would ensure tne availability
of health insurance for all Americans, regaidiess of health condition, with

minimum federal regulation and at no cost to the federal treasury.

Finding ways to protect Ameracans from catastrophic health bills is
complex because the elderly, workers, the poor and the uninsurables have
aifferent needs. Solving their problems will take time and ingenuity on the
part of the legislators ano insurers. &ut L think it is important to stress
that our state ano federal resources are limited. And what funds we have
should be used to help the most vulnerable among us. Public money should not
be spent to replace ccverage adequately provided to the majority by the

private sector.

Thank you, Chairman Kemnedy, and members of the Committee for this
opportunity to testify. The Hea:th Insurance Association of America is
willing to offer its assistance to this committee as you deliberate this

pressing national issue.
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INSURANCE

ASSOCIATION

Or AMERICA

1025 Connecteut Avenue, N'W, Washington, D C 20036-3998, (202) 2237780

april 30, 1987

Mr. Thomas M. Rollins

Staff Director and Chief Counsel
Conmittee on Labor and Human Resources
United States Senate

Washington, D. C. 20510

Oear Mr. Rollins:

On April 8, HIAA Presicent James L. Moorefielo testifieo
before your Committee on the subject of catastrophic health
insurance for Medicare benmeficiaries. Ouring questioning, Senator
Adams asked the HIAA to supply the Committee with information on
retention rates for ("Medigap") commercial Medicare Supplement
insurance products. Our actuaries have researched that
information for three top commercial carriers.

One large Medigap writer reported 85% persistency or retention
of new and renewal business. This means that 70% of those who
purchased this insurance retained their coverage after the
policy's renewal date. Another large Medigap writer reported 7U%
persistency after 15 months, which they reported to be better than
their other books of business. A third large Mecigap writer
reported that persistancy for their vedigap business was greater
than 80%. even with a rate increase. Obviously, this date
completely contradicts Senator Adams' statement that rentention
rates for private coverage is low, specifically "between lu and 40
percent”.

We nope that this information is helpful to the Committee as
it debates this important issue. The commercial health insurance
industry is proud of its record of providing catastrophic
protection against acute medical expenses for our nation's
elderly. Please feel free to contact our staff at any time should
you need further information on health insurance related issues.

Sincerely,

Linda Je es
vice Pr dent &
Federal Affairs

€nclosure

(HOTE: In the interest of economy, the enclosure accompanying this
letter was retained in the files of the Comnmittee.)
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1Se‘;lator Apams. Mr. Moorefield, would HIAA support the Bowen
plan?

Mr. MoorerieLp. No, sir. We believe, as others have testified
today, sir. that it does not add any new benefit. It is, by being
touted as a catastrophic policy, misleading. The same problems
that the Medicare population is facing today, with bills not being
paid, are going to continue. Only 2,000 people, according to HHS’s
own figures, are in the hospital for more than 150 days. We have
heard of the problems just expressed by my associates here at the
table that the $2,000 would cause those who are near-poor or poor
to spend down into Medicaid. There are already 500,000 people a
year, as you heard Secretary Bowen say, that have to spend down
In order to get nursing home care. We feel that those are the prob-
lems that should be addressed, sir. The Medigap business is provid-
ing coverage for those who can afford it. Let us look at those who
cannot.

Senator Apams. Isn’t it true, Mr. Moorefield, that the retention
rates for private coverage are between 10 and 40 percent, and often
higher—in other words, that people are dropping out of it—where-
as your administrative costs for Medicare are about 2 percent? Is
there a sound public policy argument for providing a Medicare cov-
erage for catastrophic illness?

Mr. MoogerieLp. I think you have to look at what you are
buying, sir. Of course the Government, through Medicare, does not
have the marketing costs, does not have to pay the taxes, and so
forth, that the private sector does. And there is that difference. But
I think you have to look at the benefits that are provided in rela-
tion to the premiums that are charged for it.

fSenator DAMS. My question really is aren’t people dropping out
of 1t.

Mr. MooReFIELD. Oh, excuse me. Retention rates—is that what
you said, sir?

Senator Apams. Yes, the retention rate.

Mr. MOOREFIELD. Retentinn rate. I do not have those figures. 1
would be glad to explore it with our larger companies.

1Senzra’tor ApaMs. Would you supply them to the Committee,
please?

Mr. MOOREFIELD. Yes, s, .

Senator Apams. Before I go to the last witness, Dr. Feder, would
you support the Bowen plan?

Dr. FEDER. Senator, I would have to distinguish the cap from the
way it is financed. Although I think we should do much better
than the Bowen proposal, I do believe that we should not ignore a
chance to make a small improvement in the Medicare benefit if
that is the only thing that can be done.

However, the Bowen plan is financed from premiums that are
charged 2qually across-the-board for all elderly. It therefore would
worsen the financial problem for the lower-income elderly while
:_hey are unable to spend enough to derive very much of its bene-

its.

So given the financing mechanism, I could not approve the plan.

Senator Apams. Ms. Crooks?

Ms. Crooks. Well, at the present time, I do not believe we could
approve it, but we are willing to look at packages that you people
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might propose, but at the present time, we think that this just does
not go far enough in the right direc*ion, because we are very inter-
ested in long-term care. But we are willing to look at other alterna-
tives.

Senator Apams. Thank you.

Dr. Brickner?

Dr. BrickNER. Thank you, Mr. Chairman.

I am a physician from New York City, and I work at Saint Vin-
cent’s Hospital. I am here representing only myself, with a back-
ground of some 14 years of work in the field of long-term home
health care for the frail aged.

The legislation that we are discussing today, in my view, is sig-
nificant and important in that it insures against the catastrophic
expenses of those under treatment in acute care hospital beds for
prolonged periods.

The legislation is also significant because it uses the Medicare
program as the mechanism for coverage.

As we have all recognized here today, Medicare is an empirically
proven, trusted and reliable insurance program in the views of
most older persons in this country. However, in recent years, the
failure of Medicare regulations to allow payment for the cost of
chronic disability has come uzder sevntiny. The present legislation
is perhaps the first to focus on chronicity of disease as a matter of
concern. This is a most important precedent. And I want to empha-
size that, even though it is in the disguise of coverage for acute
care, for the first time a proposal has come forth making a serious
case for dealing with chronic disabilities. After all, a patient who
must remain in an acute care bed for a year really, in fact, is
under treatment for a disease which has become chronic.

Unfortunately, this legislation does not take the next necessary
major step. Its benefits will accrue only to those persons, small in
number, who must stay in hospitals for lengthy periods. The bill
will not provide help for the majority of older disabled individuals
who face the much more common financial catastrophe of long-
term chronic di-_ase while living at home. The bill fails to respond
to the demographic imperative of the aging in this country.

A significant proportion of the growing number of older persons
in the next 20 to 50 years will be disabled and will need help. With-
ogzdfurther Medicare amendment, they will not get the help they
n .

The frail and disabled aged have few acceptable options for care
today. Pressure to leave a hospital bed is inevitable once the acute
phase of illness or injury has passed. Where next?

Nursing homes are crowded and expensive, and placement in
such institutions will be increasingly limited to the most disabled
and helpless of the aged, those that demonstrably must receive 24-
hour-a-day care. The vast proportion of frail older persons, then,
will need and will usually wish to receive services at home.

At Saint Vincent’s Hospital in New York where I work, we have
been caring for homebound aged persons in the community with
hospital-based, doctor-nurse-social worker teams since 1973. We
have made more than 18,000 home visits in this 14-year period and
have had more than 1,500 individuals vnder care. Two-thirds are
women; two-thirds live alone. The common, strongly expressed
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desire of our patients, whose average age is 83 years, is summed up
by the remark of one woman as our team arrived for its first home
visit: Thank God you’re here. If only you keep me out of a nursing
home.

If we fa’l to act, we may well repeat the catastrophe of the dein-
stitutionalization movement of the chronic mentally ill. In the
early 1960s, the civil rights activists of that era combined with
leadership in State governments to discharge from State mental
hospitrls—the asylums—many patients with long-term emotional
illness. In theory, community-based programs <uch as clinics and
halfway houses were to serve instead, when combined with the ben-
efits of new drugs such as chlorpromazine. However, as a walk
through any major city will show, many mentally ill persons are
struggling without shelter—without asylum—on the streets, in the
parks, on riverbanks, under viaducts, in train and bus stations.

The major distinction between the chronic mentally ill and many
of the frail elderly is that the latter will suffer out of sight, in their
own rooms, apartments or homes, without adequate help.

It is my personal view that this present bill should be passed.
Then we should move promptly on to the next task, which is
amendment of Medicare to insure against the catastrophic expense
of chronic disease and to wean it from its present focus on acute
illness. Arbitrary regulations now bar persons entitled to Medicare
from long-term services through devices such as the skilled nursing
and the intermittent care requirements. It is as though those with
prolonged illness cannot need skilled care, and that the cost of care
shonild be covered only if the disease requires attention intermit-
tently.

This makes no sense. We should “2cognize that the catastrophic
health care problems of the elderly, such as those caused by the de-
mentias, stroke, chronic heart and lung disease, arthritis, fractures
of the leg and hip, demand skilled care over the long term.

Thank you.

[The prepared statement of Dr. Brickner follows:]

14}




142

TESTIMONY ON
CATASTROPHIC ILLNESS EXPENSES LEGISLATION BY
PHILIP W. BRICKNER, M.D.
DIRECTOR, DEPARTMENT OF COMMUNITY MEDICINE
SAINT VINCENT'S HOSTITAL AND MEDICAL CENTER
OF NEW YORK
APRIL 8, 1987 DIRKSEN SENATE OFFICE BUILDING

Older persons in the United States particularly Reed
protection against the costs of catastrophic illness. This
legislation is significant and important in its design %o insure
against the catastrophic expenses of those under treatment 1n
acute care hospital beds for prolonged periods. The legislation
is also significant because it uses the Medicare program as the
mechanism through which coverage will be provided. Medicare 1s an
empirically proven, trusted and reliable insurance program, 1n
the views of most older persons in our country. However, in
recent years the failure of Medicare regulations to allow payment
for the costs of chronic disability has come under scrutiny, and
the present legislation is perhaps the first to focus on
chronicity of disease as a matter of concern.

Unfortunately, this legislation does not take the next
necessary major step. Its benefits will accrue only to those
persons, srall in number, vho must stay in hospitals for lengthy
periods of time. The bill will not provide help for the
majority of older disabled individuals who face the much more
common financial catastrophe of long term chronic disease. The
b11l fails to respond to the demographic imperative of the aging
in this country, that fact that over the rext several cdecades the
numbers of those over age 65 years will double from the present
figure, and those over age 85 will guadruple. A significant
proportion of these older persons will be disabled, and will need
help. without further Medicare amendment, they will not get the
help they need.

The frail and disabled aged have few acceptable options for
care today. Pressure to leave a hospital bed 1s inevitable, once
the acute phase of illness or injury has passed. Where next?
Nursing homes are crowded and expensive; and placement 1n such
institutions will be increasingly limited to the most disabled
and helpless of the aged, those that demonstrably must receive
twenty-four hour a éay care. The vast proportion of frail older
persons, then, will need, and will usually wish to receive,
services at home. At Saint Vincent's Hospital in New York City we
have been caring for homebound aged persons 1n the community with
nospital-based doctor-nurse-social worker teams since 1973, Ve
have made more than 18,000 home visits in this fourteen-year
period, and have cared for about 1500 1individuals. Two~thirds
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are women. Two-thirds live alone. The common, strongly-expressed
desire of our patients, whose average age is 83 years, is summed
up by the remark of one women as our team arrived for its first
home visit: "Thank God you're here. If only you'll keep me out of
a nursing home." -

If we fail to act, we may well repeat the catastrophe of the
deinstitutionalization movement of the chronic mentally ill. In
the early 1960's the civil rights activists of that era combined
with leadership in state governments to discharge from state
mental hospitals, the asylums, many patients with long-term
emotional illness. In theory, new community-based programs such
as clinics and half-way houses were to serve instead, when
combined with the benefits new drugs such as chlorpromazine.
However, as a walk through any major city will show, many
mentally ill persons are struggling without shelter, without
asylum, on the streets, in the parks, on riverbanks, under
viaducts, in train and bus stations. The major distinction
between the chronic mentally ill and many of the frail elderly is
that the latter will suffer out of sight, in their own rooms,
apartments or homeg, without adequate help.

I urge that the present bill be passed. Then, we should
move on to the next task: amendment of Medicare to insure against
the catastroplic costs of chronic disease, to wean it from its
sole focus on,acute 1llness. Arbitrary regulations now bar
persons entitled to Medicare from long term services through
devices such as the skilled nursing and the intermittent care
reguirements. It is as though those with prolonged illness cannot
need skilled care, and that the costs of care should be covered
only if the disease requires attention intermittently. This
makes no sense. We should recognize that the catastrophic health
care problems of the elderly, such as those caused by the
denentias, stroke, chronic heart and lung disease, arthritas,
fractures of the leg and hip, demand skilled care over the long
term.

Prompt consideration should be given to funding for a
spectrum of non-institutional services for the frail aged.
HHedicare anendment is a prioity. In addition, new .orms of
i1nsurance, innovative uses of personal assets such as home equity
loans, and various types of personal housing should be
considered. The "Home and Community Based Services Act of 1987",
sponsorec¢ by Senator Orrin Hatch, is a significant opportunity.
It allows grant funds to be used across the country for
innovative home health care programs. Passage of Senator Hatch's
bill is one of many actions that will be needed to deal in a
prompt, teamperate, logical, orderly and humane manner with the
catastrophe of chronic disability among the growing numbers of
frairl and disabled older persons in this country.

(NOTE: Due to printing limitations, and in the interest of economy, he 1986
Annual Report of St. Vincent's Hospital submitted by Dr. Brickner was retained
. in the files of the Committee.)
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Senator Apams. Thank you, Doctor, very much.

The Committee wants to thank each and every member of the
panel. You answered my question in the course of your testimony,
Dr. Brickner, and I appreciate that.

The Committee will now stand at recess. We want to express on
behalf of everyone on the Committee our appreciation for your
being here, for your testimony, and as I indicated earlier, your full
statements will appear in the record.

] l[lAdd]itional statements and material submitted for the record
ollow:
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February 2, 1987

The Honorable Ted Kennedy

Chairme

Senate Lahbor and Human Resources Committee
113 Russell Senate Office Building
Washington, p.c. 20510

Dear Senator Kennedy:

The American Psychiatric Association (a medical specialty
society representing more than 33,000 psychiatrists nationwide)
and the attached list of consumer and provider groups are
pleased to endorse the principle of nondiscriminstion against
the mentally ill and mental health servicea ambodied in your
bill to provide catastrophic health insurance coverage for
elderly and disabled Americans (S. 210). As you proceed to
respond to the legislative process and amend the bill we urge
you to aaintain that principle and not limit the bill to
existing mental illness coverage limitations under the Medicare
or Medicaid programs.

You have had an historic leadership role in helping to ease the
stigma of mental illness and in fighting to protect those who
suffer mental illness from financial catastrophe. We know the
bill you help to enict finally will allow additional coverage
for the elderly and chronically mentally ill populations and
will allow their unfunded expenditures on mental health care to
be included in the cap that triggers a catastrophic
diture.

Roburt } CampheR, 11l M D ., Editer
Prychissric News

Meivia Sebehia. M D

Medical Direcver

Joha Blemplen
Directer, Public Alfors
Joy 3. Cwier. 1 D
3pecial Counsel and Lnrecter,
Gowenmins Relations

Doseid W Hommensley, M D
Depucy Medicel Direcror

Ronald £. Mchilion
Divecver, Publicetions end Merteting

Haorcld Alsa Pinces, M O
Daputy Medicel Directer
Carolyn 8 Rebisovice, M.O
Depuly sdoticat Lirecrer
Josoae Spuriock, M D
Dupesty Meticel Direcror
Jeck W, Wive, D RS,
Depwiy

Susiaens o

Again, the American Psychiatric Association and all of the
listed groups thank you for introducing a bill that includes
but is not limited to current coverage patterns. We are
especially pleased with your floor statement articulating the
poor coverage for outpatient care under the Msdicare program.

We look forward to working with you and your staff as you
further consider catastrophic health insurance for elderly and
disabled Americans.

Sincerely,

Division Of Government Relations

JBC/BS/jdc
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American  Psychiatric  Association
1400 K Street, N.W., Washington, D.C. 20005  * Telephons: (202) 682-6000

SRy

-
1023

STATEMENT

AMERICAN PSYCHIATRIC ASSOC!ATION

NATIONAL ALLIANCE FOR NATIONAL ASSOCIATION OF
THE MENTALLY ILL PRIVATE PSYCHIATRIC
HOSPITALS

ON CATASTROPHIC INSURANCE

COVERAGE

BEFORE THE

SENATE LABOR AND HUMAN “SSOURCES COMMITTEE

APRIL 8, 1987
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On behalf of the American Psychiatric Association, a medical specialty society
representing over 33,000 physicians; the Notional Alliance far the Mentally 11,
representing 680 affiliate members nationwide and 45,000 family members of seriously
mentally ill persons; and the National Assosiation of Private Psychiatric hospitals,
representing over 250 non-governmental private psychiatric hospitals natianwide we are
pleased to submit, for the record, our views regarding catastrophic health insurance for

those with mental illness to the Senate Labor and Human Resources Committee.

As the Committee heors testimony concerning coverage for catostrophic iliness APA,
NAMI, and NAPPH hope that you will carefully consider the mental health needs of our
under 65 Medicare-eligible Americans as well as the over 65 population. Mental iilness is
like any ather disease, it can be diognased, treated and can be costly both financially and
in human terms, Mental illness is in some ways even more devastating than other
diseases because both private insurance and federal Medicare and Medicaid prcgrams do
not adequately cover the costs of caring for the mentally ill. While catastrophic
discussions have focused on acute care for physical illnesses, we should not forget to
include chronic disabling diseases, such os schizophrenzia or severe depression, in the
catastrophic debate. These diseases are as cotastrophic as any physical illness, and in

many instances, much more catastrophic.

Our testimony focuses on the extent of the need far mental health care; the cost-
effectiveness of treatment of mental iliness, discriminatory health insuronce coverage
for care of the mentally ill, ond suggestions for improving psychiatric services under ony

catastrophic proposal.
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Mental lHiness and Addictive disorders

According to the Institute of Medicine (IOM) report "Research on Mental and Addictive
Disorders", 15% of the population suffers .rom serious mental disorders at any cne time.
During their lifetime an estimated 3 million people will develop schizophrenia. It is
important to note that we are talking about the treatment of a disease — mental illness
-- not the health/happiness/achievement of potential/social welfare services. Treatment
for mental illness may be as aggressive as many life saving techniques. Direct costs of

mental illness were estimated to be $33.4 billion in 1983.

To be more specific about the biological nature of mental illness, within the past few
years exciting new breakthroughs in the treatment of mental illness have significantly
changed nat only our understanding of the couses of mental disorders, but have also given
us the ability to effectively treat such disarders. Far example, through recent research
we have attained the capacity to effectively treat more than 85% af all severe
depressions using drugs and psychothearapies. We have verified the existence of a
genetic component to psychases, and determined that environmental events may trigger
one's inherited 1 ...: or predisposition far a given disorder. We have alsa refined
techniques for diagnosing mental illness, which permits treatments ta be tailored
specifically to a patient's needs and ensures comparability of results in clinical

research. Finally, we have gaired a copacity, through techniques such as positron
erniction tamography and nucler magnetic resonance, to cbserve biochemical activity in
the conscious brain, and define discrete areas of the brain that may be defective in
certain illnesses. Although there have been tremendous advunces in the diagnosis and
treatment of mental iliness in recent y=ars, psychiatric benefits under Medicare and

private insurance remain in the dark ages.
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The elderly population is growing and will represent a larger proportion of the genercl
population (20%) in thirty years. Many elderly people have mcre than one health problem
and may need more than one type of health care provider. Estimates indicate that some
15-20%, between 3 and 5 million, of our nation's more than 25 million older persons have
significant mental health problems. Moreover, in 1982 those persons over age 65
accounted for just over 10% of the U.S. population, but 17% of deaths by svicide. Despite
man; mental health needs, the elderly population are denied adequate treatment because

- of discriminatory "caps" imposed on psychiatric care ynder Medicare.

It is also critical 1o point out that older Americans are not the only persons eligible for
Medic-re. There are hundreds of thousands of young Americans who are also eligible for
Medicare through the Social Security Disability Insurance Program. iany of these
persons suffer from serious mental illness, which mokes it very difficul? for them to
work, and therefo. e, they become eligible to receive SSOI. It is these most vulnerable
Medicare bereficiaries, who will need care periodically throughout their entire life, that
are most hurt by the severe restrictions in the inpatient and outpatient psychiatric
benefits under Medicare. The costs associated with the care of the chronically mentally
ill can easily reach catastrophic expenditures, especially when work is not possible.

These people can also be expected to live a normal lifespan.

Cost-effectiveness of Mental Health Care

Many studies have documented the offset effect -- a reduction in health care utiliz *ion
when mental health services are provided. For example, one recent NIMH study of Aetna

Life insurance Companys claims from 1980-83 for enrollees in the Federal Emplovee
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Health Benefits Program compared overoll heolth care service use by those fomilies
using mental health services versus those families not using mznial heolth services.
Prior to the initiation of mentol health treatment, use of overoll heolth services rose
gradually for three years with a sharp increase during the six montas immedioteiy
preceding mental health treatment. Once mental health treatment was initiated, overoll

healthuse fell, and the greatest decreose in health utilization occured for persons over

age 65. Overoll, general health use cost 5493 per month for the first six months just
?

prior to initiating mentol health treatment and $137 per month three yeors after
treatment. The odditional cost of mentol health treatment was $13.96 per individuo!
covered by the plan. The outhors of the Aetna study caution that interpretation of other
dato over sho.t periods of time may mask the dromotic nature of changes in heolth care

service utilizaton after mental heulth treatment commences.

Limitation in Coverage of Psychiatric Care

Under the current Medicore Program outp.atient benefits are restricted to $250 anrwally
after coinsurance and deductibles. Inpotient care in a psychiotric hospitol is limited to
190 doys per a beneficiary's lifetime. Both these provisions hove not been chonged since
the inception of the Medicare program in 1965, These discriminatory benefits do not only
have a devasting impact on Medicore beneficiaries who need mental heolth services, but
many private insurers have modeled tteir coveroge after the Medicare program's
psychiatric benefit structure. For example, a survey conducted by APA of 300 insuronce
plons pubished In 1983 indicated that olthough oll plans have some level of coveroge
(inpotient and/or outpatient} for mental illness, only 6% of the plons had outpotient and
inpatient coverage for mental illness comparable to thot for physicai iliness. For these

reasons, both Medicare beneficiaries and those persons with private insurance ore greatly
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at risk of having arge out-of-pocket exenses if they or a family member sutfers from

serious mental illness,

As pointed out earlier, the advances in the diagnosis and freatment of mental illness,
have been substantial since the beginning of Medicare in 1965, however, the restrictions
in the psychiatric benefits under Medicare have not been revised. Medicare, for
instance, was passed at a time when most patients were hospitalized in state mental
hospitals — far from their homes and without hope of discharge. iNow there are many
alternatives including private psychiatric hospitals and multiple outpatient psychiatric
medically necessary freatments. The continuation of 190 day lifetime limit prevents
Medicare beneficiaries from receiving the needed care in the most appropriate setting.
In oddition, the outpatient benefit of $250 annuolly was put in ploce in 1965 and has not
been increased. The benefit is presently worth $60 in constant dollars. Inadequate
coverage for the full continuum of services needed by serious mentally ill pesons creates
incentives for inappropriate care which in the long term proves mure costly to Medicare
program and society at large. For example, coverage for partial hospitalizaiton -- an
intensive, rehabilitation/habilitation outpatient sevice - may prevent more costly
inpatient care or could shorten a patient's length of stay in hosital. It is evident that the
psychiatric bene{its under Medicare have not kept pace with the advancement in the
delivery of psychiatric care. The time has come to allow the mentally ilt who are
Medicare beneficiaries the same coverage as those persuns suffering from physical

illnesses.
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Recommendations

As the Labor and Humon Resources Committee deliberates on catastrophic health
insurance, we urge the committee to carefully consider the mental health needs of the
tedicare beneficiaries. It is essential that funding for catastrophic cere avoid the
discrimination and stigma attached to mental illness. There must be nci-discrimination
within catastrophic health insurance for the treatment of mental and physical illness. It
is critical that expenditures for mental health services are included in the "trigger" for
catostrophic costs, and that the inpatient and outpatient limitations under Mediccre be
eliminatec. It is very clear to the families who have dear ones who suffer from mental

iliness that meniai illness is truly ¢ catastrophic disease.

In closing, we believe that Senator Matsunaga's recently introduced bill, S. 718 co-
sponsored by Senators Rockefeller and Melcher, is a first step in the direction of easing
the burden for the elderly and chronically mentally ill. However, we hope that all
discriminatory provisions regarding psychiatric coverage under edicare will be

eliminated as part of a catastrophic health insurance proposal.

APA, NAMI, and NAPPH thank you for allowing us this opportunity to submit our views
and we look forward to working with the committee as you fashion a Catastrophic heglth

insurance plan for our Medicare beneficiaries. We have appended a letter we sent to you

- on February 3rd that we would appreciate being included with our testimony.
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AMERICAN MEDICAL ASSOCIATION
535 NORPTH DEARBORN STREET ¢ CHICAGO. ILLINCIS 60610 » PHONE(312)6455000 » Twx 910-221-0300

April 21, 1987

The H ble Edward M. K dy

Chairman

Committee on Labor and Buman Pesources

United States Senste

Washington, D,.C, 20510 RE: Catastrophic Coverage
for Health aad Long-Tern
Care Needs

Dear Chairmen Kennedy:

The American Medical Association is pleased to submit its Comments
coacerning catastrophic coverage for hsalth and long-tera care needs for
inclusion 1o the record of the April 8, 1987, hearing held by the Labor
and Humao Resources Coamittea ot this issue. We have also included s
copy of our recommendsations for catsstrophic health iansurance Coversge.
We would be pleased to work with you on this important issue of mutusl
concern.,

Sincerely,

O~ "WM

Jases H. Sammons, M.D.

JBS/ in}
3026p
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STATEMENT
of the
AMERICAN MEDICAL ASSOCIATION
to the

Comeittee on Labor and Human Resources
United States Senate

RE: Catastrophic Coverage for Health and Long-Term Care Needs

April 22, 1987

The American Medical Association takes this opportunity to submit
comments concerning the important issue of catastrophic coverage for
health and long-term care needs. For many years, the AMA has advocated
that catastrophic health care coverage should be included as part of a
package of minimum benefits in all health insurance plans. Such
catastrophic coversge can often be provided at relatively small
additional cost. In addition, even though the vast majority of persons
would never actually use the catastrophic benefit, its mere existence
would provide vital piece of miud.

In discussing catastrophic coverage, it is important to keep in mind
tha: what constitutes a catastrophic cxpense varies from person to
person -- based on individual financial resources. An expensge that
clearly would be catastrophic to a person relying solely on Social
Security cash benefits might be manageable for an individual with a

substantial annual income.

O
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Catastrophic care expenses can be divided into two categories: acute
health care cogts and long-term custodial care costs. Effective steps
should be taken now to agsure all our citizens, including Medicare
beneficiaries, that they will no* become impoverished if faced with large
acute health care expenses. Efforts should also be increased towards
developing mechanisms to cover the potentially catastrophic expense of
long-term care.

Acute Care Catagtrophic Costs for the Blderly
AMA Proposal

Ideally, the addition of catastrophic coverage to current Medicare
benefits should be accomplished ag part of a broad reform of the Medicare
program. With this in mind, we have developed a new program, one that is
fiscally gound and will assure health care services for the elderly into
the let century and beyond. Our proposal would provide comprehensive
protection, including catastrophic coverag:. A gummary of our proposal
is attached to this statament.

Advantages of Priva.e Insurance

The AMA recognizes ti:ct the catastrophic coverage igssue is being
addregsed by Congress prior to long-term relorm of the Medicare progr.m
becauge of appropriate concern for the risk of catastrophic expense faced

by the elderly. while we support the intent of proposals by Secretary

Bowen and others to expand Medicare to provide catastrophic coverage, we

believe that guch coverage is better provided through private insurance

rather than under a government progranm.

EI{IIC 160+
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The AMA believes that catastrophic coverage could be provided more
efficiently and effectively by the private sector. Currently, about 70%
of Medicare beneficlaries have Medigap policies. These policies already
provide a considerable degree of catastrophic protection because they
must meet the following minimun standards as a result of Congressional
mandate:

- coverage of Part A inpatient coirsurance for Medicare eligible
expenses from the 61st through 90th day of hospitalization in any
»spell of illness”;

- coverage of Part A inpatient coinsurance for Medicare eligible
expenses incurred during use of Medicare's lifetime reserve days
(91st through 150th day of hospitalization);

— upon exhaustion of all Medicare hospital inpatient coverage,
including the lifetime reserve days, ccverage of 90% of all Medicare
Part A eligible expenses for a lifetime maximum of up to 365 days; and

— coverage of Medicare Part B coinsurance up to at least $5,000 per
year, subject to a maximum annual out-of-pocket deductible of $200.

We recognize, however, that gaps in Medigap coverage do remain. For
example, the minimum standards for Medigap policies do not require that
Part A coinsurance for the 21st through the 100th day of skilled nursing
facility care be covered or that such policlies provide coverage beyond
the 100”‘ day of a stay. The AMA is algo aware that some Medigap
insurers market expensive policies as well as duplicative policies that
provide inadequate catastrophic coverage. To remedy these and other
problems with certain Medigap policies, the AMA believes that the
legislation creating these standards (Baucus Amendment) should be
modiried to require:

(1) higher loss ratios (e.g. 75% for individual policies and 85% for
group policies);

161"
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(2) policies to clearly state that they do not provide coverage for
nursing home care (unless they in fact do);

(3) insurers to offer coverage of additional benefits such as nursing
facility care that go beyond the restrictive definitions of
Medicare (e.g., intermediate nursing service) and unpaid
physician services;

(4) insurers to offer policies that include a gtop-loss provision
limiting the insured’s liability to a specified amount; and

(5) ingsurers to offer a “ci.astrophic only” coverage option.

Coverage for Indigent Elderly

Currently, about 20% of the elderly have neither Medigap nor Medicaid
coverage. Most of these persons are poor or near-poor, but are not
eligible for Medicaid. Innovative approaches should be explored for
providing catastrophic protection for these persons. For example,
vouchers could be provided to such persons to help them pay the premiums
for private Medigap policies that include catastrophic protection.

Alternatively, Medicaid’s "spend down" provisions could be liburalized to

allow these persons to pecome eligible for Medicaid after they incur a
specified amount of out-of-pocket costs.

In any event, in order to provide coverage for this group, the use of
general federal revenues will likely be necessary.

Impoging an additional Part B premium may force some beneficiaries
out of the Part B program, exposing this vulnerable population tn
increased risk. It would be more equitsble to provide assistance through

a means-tested combined catastrophic and bagic Fart B premium.
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Government-Funded Frogram

If Congress decides to provide catastrophic coverage .hrough a
government-funded catastrophic coverage program, the program should
include the following elements:

o Coverage should be limited to acute health care costs;

o Benefits provided should be completely funded through new
revenues;

o Revenues for such a program should be segregated in a separate
account (not in Part A or Part B);

o The program should provide means-testing through a combination of
2 meanc-related additional premium for all beneficiaries,
copayments scaling the out-of-pocket expense limit to s
beneliciary’s income and resources, and a tax on a portion of the
actuarial value of Medicare benefits;

o Medicare coverage for SNF care should be expauded not only as to
the number of days tuc also as to the type of nursing services
covered;

o All Medicare beneficiuries should participate in the catastrophic
coverage program; and

o ueparate stop-losses should be provided for Part A and Part B
expenses.

Long-Term Care Catastrophic Expensos for the Rlderly

The great area of uncertainty concerning catastrophic insurance is
the extent, if any, to which such coverage should include long-term
custodial care. The average annual cost of nursing home care per patient
is about $22,000. As a result, such care often generates catastrophic
expenses. However, we do not favor inclusion of coverage for custodial

gervices in a federal government-funded health program. We are

particularly concerned that the 60% to 80% of the long-term care now

provided to the disabled elderly by spouses, other relatives and/or

RIC 163:1.'
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friends would be ghifted to taxpayers.

Broad personal and family responsibility for long-term care should be
encouraged through appropriate tax and 8aving3 incentives. Like
Secretary Bowen, we believe that personal savings for long-term care
should be encouraged by permitting tax deductible contributions to an

- Individual Medical Account and by allowing tax-free withdrawal of

Individual Retirement Account funds for any health or long~term care

expense. We also support the principle of a refundable tax credit for
long-term care- insurance premiums in order to stimulate the private

market for long-term care. Other tax incentives should be explored to
encourage family responsibility for meeting long-term care needs. In
addition, barriers to prefunding long-term care benefits provided by
employers to retirees ghould be removed. Finally, we believe that the
federal governtent and the private sector ghould work together to educate
the public concerning the absance of coverage for long-term care under
iedicare and Medigap policies.

Catastrophic Coverage for the Non-Elderly

While the focus of the hearing was on providing catastrophic coverage
for the elderly, the needs of the non-elderly should not be overlooked.
The AMA believes that adequate health insurance, including
catastrophic coverage, should be furnished thrc.zh the ermployment
setting. Such coverage can and ghould b. encouraged by limiting the
deductibility of employer heslth insurance premiums only to employers who
N furnish health plans that provide such coverage and who participate in a

statewide rigk pooling program. Risk pools can make basic health

ERIC 1R4.
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insurance (including catastrophic coverage) available, at reasonable
cost, for persons who are uninsured, underinsured or unirsurable.
While risk pools have been enacted in twelve states, the current
exclusion under the Employee Retirement Income Security Act (BRISA) of
gself~ingured companies from state regulation har created an
insurmountable impediment to the establishment of effective state rigk

poolg. We strongly urge appropriate amendments to ERTSA that would allow

states to roagulate self-insured health plans for the purpose of requiring
them to comply with state laws, including those requiring risk pools.
Workers who are laid off should have the opportunity to maintain

employment-based health insyrance for at least several months after their

termination if they continue to pay the same portion of the insurance
promium they paid while employed. 1In addition, we support the recently
enacted legislation, P.L. 99-272, #’ at requires employers to make group
rate coverage available for terminated workers at the worker's sole
expense for an additional 18 months.

Catac’.rophic coverage for low-income persons who lack

provided either through vouchers for the purchase of private health
insurance.
conclusion

The AMA believes that providing coverage for catastrophic acute care

employment-based coverage and who do not qualify for Medica?1 should be |

costs can be achieved at small additional cost and should be aggressively
pursued. We helieve that such coverage can be provided more

comprehensively by the private sector than under the expan®ed Medicare
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proposals. If Congress decides, however, to provide catastrophic

coverage through Medicare, such a program ghould be limited to acute

health care costs and should provide some form of means-testing. We
believe that broad personal and family responsibility for long-term care

should be encouraged through appropriate tax and savings incentives.

3024p
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I. Medicare Elderly

The following recommendations concerning Medicare zre intended to be

shurt-term pending long-term structural moaifications of the Medicare

program necessary in order to stave off its otherwise inevitable fiscal

bankruptey. e

A. - te

o Catastrophic coverage preferably should be provided through h
private insurance rather than under a government program.

e Thne Baucus Amendment (Section 1882 of the Social Secvrity
Act), which specifies requirements for Medicare suprlemental
coverage, should be materially strengthened to assu 2
meaningful coverage:

~— insurers should offer full coverage policies that include
a stop-loss provision limiting the insured's liability to
a specified amount, and offer a "catastrophic only"
coverage option.

e Vouchers or tax credits should be used to help the 15% to 20%
of the elderly vho have neither Medigap nor Medicaid coverage
to pay the premiums for private Medigap policies that include
catastrophic protection.

B. Acute Care — Public Sector

In the event that the private insurance industry does not
respond to offer satisfactory catastrophic coverage, then an
expansion of Medicare should be considered with the following
principles:

¢ All Medicare beneficiaries should participate in catastrophic
coverage;

¢ Coverage should be limited to acute care costs and benefits
provided should be funded through new revenues; and

¢ The program should provide means-testing through a
combipation of a means-related additional prewnium for all
beneficiaries, copayments scaling the out-of-pocket expense
limit to a beneficiary's income and resources, and a tax on a
portion of the actuarial value of Medicare benefits.

C. Long-Term Care (Private :ctor Coverage)

e Personal savings to pay the cost of long-term care should be
encouraged in the following ways:
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(1) by permitting tax deductible contributions to an

Individual Medical Account; and

(2) by allowing tax~free withdrawal of Individual Retirement
Account fuands for any long-term care expense.

¢ In order to stimulate the private market for long-term care
insurance, & refundable tax credit should be allowed for
long-tera care insurance premiums.

¢ Barriers to prefunding long-term care benefits provided by
employers to retirees should be removed.

I1. Working Population

Adequate health inpsurance providing specified minimum benefits, including
catastrophic coverage, should be furnished in the employment setting.
Such coverage should be encouraged by limiting the tax deductibility of
employer health fnsurance premjums only to employers

—— vwho furnish health plans that provide the specified adequate
benefits and cataatrophic coverage, and

— vho also participate in a statewide risk pooling program.

The development of & statewide riak pooling program is essentiel tc make
coverage available to high-risk individuals, uninsured and underinsured
individuals and small employera. /11 insurers, including the self-
ingured, should be required to participate in such pools. Necessary
apendments to FRISA should be made in order for the State to create
effective pools.

III. Medicaid and Near Poor

State Medicaid programs should provide uniform benefits to afford
comprehensive protection including catastrophic coverage, with full “wrap
around” coverage for the Medicare eligibles. Access to a wide range of
provider and physicians should be assured through equitable reimbursement
levels.

Catastrophic :overage for low-income persons without employment-based
coverage and who do not qualify for Medicald should be provided either
through vouchers for private insurance or a Medicaild program expanded to
cover those in need.

22578
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Stotement to the
Senate Lobor ond Human Resources Committee
by the
Americon Veterons Committee
on the subject of

"Catastrophic Heolth Insuronce”

March 3, 1987

The American Veterons Committee oppreciotes the opportunity to have its
views brought to the ottention of the Committee on the urgent question of "coto-
strophic heolth insuronce ."

AVC is o nationol orgonizotion of veterons of the United Stotes ormed
forces, organized during World Wor 11, which olso includes veterons from World
Wor {, Koreo, ond the Vietnam Wor.

The AVC is very much concemed obout the current situotion of heolth care

in our country. The United Stotes is the only industriolized notion in the world
that has no system for guoronteeing heolth core for oll . AVC has long been on
record in fovor of o notiona’ heolth insuronce that would see to it thot every

Americon has the heolth core thot he or she needs.
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AVC's National Affairs Platform cails for:

"1. Increased Federal expenditures for research in the prevention and
care of illness.

*2. Expansion of medical insurance and group medical ccre plans,
including o plan for national heclth insurance.

“3. Expansion of public health facilities and services, hospitals and
nursing homes, wit\iout regerd to race, color, ancestry, national
origin, religion or sex."

We have a population of oging Americans. The aging population is the
fastest growing population in the nation. U.S. Census Bureau statistics for the
year 2000 show 35 million people over 65 and 5 million over 65. By 2000 two
out of every three males over the age of 65 will be veterans. Yet our health-care
provisions have not taken account of this demographic reality. For veterans this
has become a startling reality with the recently imposed limitations on the avail-
ability of the VA haspitol sy..em to veterons.

A 1985 Report based on the 1983 Survey of Aging Veterans indicated that
two-thirds of veterans experience limitations in their activities due to disability or
poor health, and it was urged that the VA should plan for those veterans over 75.
These statistics reveal the extent of the problems of the aging veterans population.
But that VA system which veterans have traditionally counted on will not be there
for them==unless their ilInesses are service-connected or they pass a means test.

This means that hundreds of thousands of clder veterans who would not have

had to seek health care services will now huve to furn fo other sources. Even if their

incomee nre above the poverty level, if they are not employed or do not have good
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private health care insurance plans, they find themselves out in "no-man's land.”
They, like their counterpart non-veterans, will find themselves vulnerable to the
" catastrophic” impacts of serious and long~term illnesses which beset the elderly
and which drain their meager resources and wipe them out financially.

Furthermore, there is strong evidence that the safety net provided by the
Medicaid program is full of holes. It is available tfo less than 50 percent of the
population living below the paverty level. Numerous studies have indicated that
the amount of health care received by the insured population and the uninsured
population is striking. Those who need health care most often are the ones least
likely to get it under current laws and regu’ations.

Therefore, the Adm.inistration's proposed cuts i Medicare and Medicaid
are irrespansible and can only exacerbate an already horrendous situation. When
the AMA, the American Nurses Association, the Federation of American Health

Systems, and the American Association of Retired Persons, get together to pratest

these proposed cuts in the Medicare-Medicaid programs, it is time to pay attention.

When the Deportment of Health and Human Services held hearings around the
country on Secretary Bowen's proposals for the elderly to be able to meet the costs
of "catastrophic illness,” AVC's National Affcirs Chairman Ben Neuf.id testified
in Ockland. We are attaching his detailed testimony to this Statement .

Essentially, AVC supports modifications to the Medicare porgram ta make it
more sensitive fo the needs of beneficiaries with high-cost health problems. AVC

does not, however, support the concept of a Medical IRA, primarily on grounds
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of financial impact. Most important, we urge full attention and relief be given
to the health care needs of persons with low incomes, and those with no health
insurance, penple for whom relatively low costs for health and hospital care are
“::ctosfrophic N

Two major criteria must be used in developing suck o program. They are:

-~ Fairness. It must be, and appear to be, af help to all members of soceity
who need help in meeting health care expenses, in proportion to rheir need.

~= Universality. It must be available to all persons in such need, wherever
in the country they live. Unlike the present Medicaid program, your solution
cannot be dependent upon state largess, and we believe your Committee should
recommend & wholly-Federal program. Some states have shown that they will
provide only the most mirimal program; states have also demonsirated that they
will use their political power to prevent imposition of the Federal penalties
prescribed by law as inducements to them to implement programs.

It must be emphasized that any serious proposal must include protection for
older Americans for long-term care, such as nursing horre care. Neither lower
nor middle incame families con finance nursing home care, with annual costs
averoging $22,000 a year. Any plan for "catastrophic health insurance” must
include provision for elderly veterans and non-veterans who must draw upon life-
time savings (if they have them) to finance the expensive long-term care often
needed in the so-called "golden” years. Both ocute care and long~term care
costs are truly “catastrophic” for the older generation. It is incumbent for the

nation tu address these unmet problems.
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We owe Secretary Bowen a debt for opening up this issue at a time when the
health and well=being of millions of Americans is being jeopardized by the lack of
adequate private and public health insurance. While Dr. Bowen's proposals are
welcome, they do not go far enough to meet the problem. We urge the Congress
to enact the needed legislation so that elderly Americans with [ower and middle

income resources may receive the amount and kinds of health care that thay need.




Statement of the
Anerican Veterans Cormittee (AVC)
1735 DeSales sireet L\ ashinrton, DC J35 202 639 8£86

Seiore the

Private/?ublic Sector Advisory Cormittce on Catastrophic Illness
Departnent of Health and Huran Services

- 31 July 1938

Sresented by

Ben Ijeufeld ilenber, Il'ational Eoard
Chajirman, liational Affairs Comnmission

> 20CC Linda Flora drive Los Angeles, California S0G77 213 471 4032

I an Ben lieufeld, a member of the National Board of the American Veterans
Cornittee (AVC). Avc is a national organization of veterans of the United
States Armed Forces, organized during Vorld Var II and including also veterans
vho served during torld ¥ar I, Korea and Vietnam. Our first nationat
convention was held just forty years ago.

Wwe appreciate the op.port\mity to participate 4, this forun. Our statement
will touch upon the two matters mentioned . the general description of
Secretary Bowen's proposals circulated by tue Departnment and then discuss the
nature of “catastrophic illness”.

First, however, we would point out that this series of forums would not have
been necessary - certainly not in its present forn - if the United States had
sone form cf national health progran, & mechanian through vhich ell Asericans
would be assured access to health care and the means of nayinz for it without
regard to the circunstances of any individual patient.

Of the Sscratary's proposals, the first concerned the Yedicare progran and
modifications tu make it mors responsive to cetastrophic 111-:ss defined in
terns of ths length of a period of illnsss, therepy and rehabilitation. This
is a good idea. Ve have never been happy with the need Zor private, outside
insurance to cover a eignificant portion of vhat liedicare was advertised as
providing for the slderly person. As an alternative use of monsy now spent
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on Hedizap insurance premiuns, the idsa of busing "deductibles insurance" ¢
insurance for non-covered services makes sense. Of course, it ray be a vhile
before such insurance is evailadble £t reasonable cost for atpropriate bundles of
services. Lonz-tern care and dental care are availatle only for selected rouns
now; the costs are hizh anéd the dental benefits are largzely packazed for -oun~
fanilies. 5o, more work will need to be dore before snecific alternate -reniun

ideas can be evaluated ‘rith an;* rrecision.

Anccher alternative which has been under discuss.on for some time should alse be ~
explored: broadeniny the services which are included in the lledicare =ackage,

narticularly dental services, prescription drugs and intermediate-level lonz-tern

care. Eac:. of these can cause a major drain of the resources of an elderly

person and his or her fanily. Ue call upon the Department to —ublish such

actuarial information as it has and can develop on these three services so that

ve and all intrrested parties can analyze it and offer recommendations for

Federal and other actinn.

An aspect of the Secretary's proposal for liedicare modificatior particularly
worthy of nention in this age of reducing hospital stays is the reduction of
coinsurance for skilled nursinz care. One r ason vwe consider this irportant is
that it should reduce confusion about vhat liedicare vill do for a beneficiar:.
Another is that {t s.ould make mores apparent than it is now vhat liedicare does
not do with restect to long-tern care. iiost importent, of course, is that,
vhile skillgd nursing care is a need for many older ratients, it is a resource
in short supply in many communities; this recoqnition of the need noy held
exzand the availebility of such care. The econonics of long-term cax-::guch that
relatively snall differences in reinmbursement seem to have relatively larpe

consegquences,

The other of the Secretary's proposals is the Individual liedical Accoun®. (LiA).
Our l'ational Board discussed the concept sone yvears aro and rejected it, and ve
54411 find in the idea not onough positive aspects to warrant the tax loss to

the “reasury end our supnort. Let us get forth our objections.

Tirst, the IiiA would, lilte the faniliar IRA, have a maximun contribution every

vear. Uhether this is expressed as a flat dollar arcunt or as an amount related

to & Person's noximun deduction deduction fron wages or salary under FICa, those .
wvith the least available income would least be able to talie advantage of tne
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shelter and least ke able to Jinance their health care needs. That is, the I"A

would benefit the middle class 'rithout providing commonsurate Lenefit to persons
o lesser incone, those who most nced the acsistance. Thus, it i8 not, as is
sugiested, an across-the-board partial solution to the notential financial
impact ol health costs.

Second, the I!A as described by Dr Zoven would be used to »ay for lonr-tern
care. The present cost of such care is estinated to average 535,000 per .ear,
induding both skilled and lover-level care in a facility. Hore care penerall;s
represents a louer total cost and a lover cost per patient, but this is true
largely because it is internittent. Unit cos%s, however, are not greatly lover
than ejuivalent care in nursinz homes for nany services. 'ith the cost to the
Datient as the standard, then, the amount of money available to pay for lons-
tern care would not buy ver;y much care unless the central depository could count
upon continued high interest earninzs. In this sense, it could fall upon hard
tines just as the iospitzl Insurance Trust Fund has, to the detriment of its
beneficiaries,

If the IlA deposits, induding both worlier deposits and interest earnings, are to
be available also to pay for other kinds of health care, then pradictability is
even further compronised.

Third, Secretary Bouen's description of an IlA is fairly straightforward,
However, Peter Ferrara of the Cato Institute has devised a far more complex
adninistrative scheme relating deposits, earnings and expenditures to ledicure
utilization, deductibles and coinsurance and to cash withdravals. This schemc
reverses the simlification in the iledicare nmodifications proposed by the
Secretary and nake it difficult for an individual to plan utilization of the IMA
and lieaicare benefits, There is also some possibility that the IIA will be able
to work only on an annual cycle, at least 28 far as deposits are concerned.
Becaude illn-ss and disability do not respect calendars, this could further
disrupt understanding and rtilization. e do not see simplification es a goal
in itself, such that benefits should be dropped to enhance understanding, but,
other factors beiny cqual, the simpler progran is the more desireable.
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Finally, wve want to discuss what “"catastro-hic illress™ is. The tern literally
refers not to the nature of an illness btut to the cost of care for an illness.
Some ilinesses uith catastrophic effects do nct involve catastrophic costs of
care. At one tine, the subject was known as "the catastroph.. cost of illnesc.

Ther it became necessary to define the tern quantitatively, however, the
insurance zseorle and academic researchers tended to use tnenmselves as standards
and to estaclish levels of cost that vould be catastrophic to them, rmiven tieir
own personal ard fanily insurance coverace, employment-related health benefits,
assets and willinzness ¢o reduce their own standards of living. The resuls is

¢ catastrophic or “major medical' coverage “ecomes effective only after a
deductible of ten or twenty five or more thousands of doilare, the higher the
deductible neaning the lower the premiun. hotice, hovever, that we are taliins
atout multi-thousands of dollars as the threshold.

But, consider that not all people who are liliely to require care of catastroshic
cost are regularly enrloyed in places vhere health insurance is offered. !lany
lot-incone People work uhere only the rost basic health insurance benefits are
available, at considerable cost. PRight nowu, there i8 a significant oopulation
vhich lost its coverage rhen it lost its employment. And, the long-terr unerm—
plored and even miny enrloyees of marzginal business and industrial firms and
household erployees have no access at all to insurance at affordable nrices.

For then, the threshold is nuch lower.

For some of these peorle, tedicaid may be available. Uith cutbacks in Federal
and state funding, however, the kedicaid-eligiole population has been shrinking,
at different levels in diffe~ent states.

Also, for some of these people, a health care expenditure of one thousand dollars
may be beyond "catastrophic”., The practical threshold riay be only a few hundred
dollars - if the provider will accept small payments over time.

Furthernore, liedicaid reimbursements in some states are so small and slow and the
parervori said to te so burdensone that patients vho have [ledicaid coveraze are
not velcome in the offices of some rroviders, maliing sratial access a more
irportant factor in receiving care than ebtility to nay. This is a matter to

uhich this Zomnittee should devote sone attention.

To naintain perspective, we remind the Committee that it was only with the
creation o: the ledicaid progranm that the cerr "nedicall: indinent® cane into use.




ERIC

Aruitoxt provided by Eic:

173

AVC 5

It describes those people who, although they have lov incomes, are able to neet
all of their needs until they aincur najor health care costs. These "nedically
indizent" people could be helped witn their health care oblirations even thouzh
they were not recipients of financizl grants under one of the Federal-participetion
assistance prograns. In other words, in 1955 there was recognition that catastro-
Phic cost of health care involved costs lower than thousancs of dollars for some
pecple. Still, state coveraze of the medically indigent wvas made voluntary vhile
coverage of those receiving aid under the public assistance catenories was nade
nandatory. Only a few states covered the nedically indigent at first, but the
nunber increased zradually until the last few years, when budget crise. started

to cause states to restrict ledicaid in various ways, including dropning tne
nedically indipent population altogether.

But, the problen remains. Ve therefore suczest that your Committee snecifically
deline its nandate to include the develooment of guidelines that will pernit the
Secretary to create and evaluate proposals for having the catastrophic cost of
illness covered by programs that will truly serve fanilies of nodest and low

income and those who lacl: access to affordable insurance.

It is vital that you do this quickly, for two reasons. One is that you do not
want to run out of time yourselves and you i1l nrobably want to collect and
study more hard data and opinions before you submit your final revort to Dr Eoven.

The other is that, even as you are conducting your own study, others in the
Departnent are preparing legislative and requlatory proposals that would further
restrict the availability of iledicaid assistance. Ve refer you to the New York
Tines of 12 July. The story .does not say whether the Health Care Financin~
Adrministration (HCFA) or some part of the Office of the Secretary is Jeading this
effort, but it suggests that some old issues, once resolved, are being reopered
in order to reduce the btudgetary imnact of hedicaid, even at the cost of irov-
erishnent of gone portions of our society. This is sonething vhich AVC, and,

we think, Americans generally emphatically reject.

AVC, having urged you to undertake more wory which 14)1 be perceived ag
unvelcone by sone yith vhom you have to coorerate, offers to try to be
of assistance if you call uzon us for our helw.
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Rehabilitation Institute of Chicago

345 East Supenc Street. Chicago. iinois 60611 (312) 908 6000  witers orect cal number

Henry Betts, M.D.

Vice Chairman and Medica) Director
for the
Rehabilitation Institute of C-icago
on
Catast -ophic Health Insurence
Zor the

Sec.:ate Labor and Human Resources Committee

Aprii 8, 1987

@ A Mgmber of The McGaw Meoical Center of Northwesteen Liniversity

O

ERIC 173



E

O

175

Senator Kennedy, I would 1ike to take this opportunity to
thank you fcr your interest irn the issue of catastrophic iliness,
and express, at the same time, my hopes that 3 solution to this
tragic dilemma may soon be forthcoming.

The recommendations which follow are the resuli of what we
at the Rehabilitation Institute of Chicago see on a daily basis
and reflect the experiences of the physicians and staff of the
nation’'s 1leadirg facility for research, teaching, and treatment
of men, women and children experiencing the effects of a wide

range of severe physically disabling conditions.

RECOMMENDATION #1

1. That any and g11 initiatives in relation to coverage for
catastrophic illness do not apply age as an indicator for
when they become effective.

Discussion:

Throughout its thirty thre. Year history, the physicians and
staff of the Rehabilitation 1Institute of Chicago have dealt
solely with patients whose cases can only be considered
ma2dically, socially and economically catastrophic. Over the past
decade, for example, the Rehabilitation Institute, a member of
the federally des’ .ted Midwest Regional Spinal Cord Injury

System and a research and training center for brain trauma ard
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stroke designated by the NIDRR, has treated more than 3,500 cases
of Cerebrovascular Accident; more than 2,000 c¢.ses of brain
trauma; more than 3,000 spinal cord injuries; and more than
1,000 amputees. More than 85% of these individuals treated for
severe disabling conditions are under age 65. Any program which
activates at age 65 or above would leave uninsured the popuiation
under that age which may fall victim to highway accidents, diving
injuries, disabling conditions resulting frcm disease or illness,
those born with congenital deficits and cthose who may not be
eligible for coverage because of restrictive and/or exclusionary

clauses presently common to a variety of american insurers.

RECOMMENDATION #2

2. That a  uversal cap of $2,00C.00 be placed on out-of-pocket
expenses for all Americans involved with catastrophic
illness, reagardless of age, employment status, or material
circumstances.

Discussion:

As has been pointed out in numerous media reports, medicine
has created its own "cycle of poverty” through he process by
which individuals become 1iable for deductibles and cost sharing
arrargements whica can run into the tens of thousands of dollars.

To be eligible for state financial assistance, certain guidel.nes
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must be met. While these vary from state to state, nearly ail
states require the 1liquidation of material assets: an income
level which nears the poverty 1ine; and the exhaustion of all
other avenues of financial support. Usually, by *he time a
patient has finished with care for a severe illness, injury, or
dizease, they enter the beginning of the "medical poverty” cycle.
If medical rehabilitation is required, they are pulled more
deeply into it by the simple factor of accumulation of costs.
Further;. the 1lifetime care costs of severe brain trauma,
quadriplegia; and some congenital deficits can often exceed half
a million doslars per case. This figure is acknowledged ir the
insurance industry and by state and federal agencies. It

encompasses attendant care, specialized housing requirements,

transportation, recurrent medical and medically related expenses

such as supplies and more. To expect any one individual, family
or organization to cover such prohibitive costs runs counter to
the administration's stated policy of establishing a "safety net"

for those who fall between the "cracks” in the system.

RECOMMENDATION #3

3. That the definition of "catastrophic illness” be broadened to
include congenital de.icits, trauma, illnessas, diseases, and

injuries resuliing in th2 need for complex and/or long term
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acute hospitalization, comprehensive ohysical
rehabilitation, and nursing home care.
Discussion:

Presen ly the crisis in catastrophic illness covecage is
defined by economic parameters, 1leaving 1ittle room for the
medical implications of specific diseases, conditions, and
infirmities to be discussed.

At the Rehabilitation Institute of Chicago, we have learned
there are not only the clear and noticeable functional issues
related to disability, there are also on-going medical and
environmental issues implied by a disabling condition. Paralyzed
persong, for example, face a lifetime of potential complications
raigsed by matters of bowel, bladder, and skin management, as well
as potential complications from scoliosis, psychosocial
adjustment, anu such seemingly remote fa *ors as those raised by
a largely inaccessible environment.

While all of these potential difficulties have economic
corollaries a strict, financially defined model doesn't always
take the complications into consideration. For example, while
paralysis can easily be defined as catastrophic, decubitus ulcers
may not be. However, medical practitioners Xnow these are often
ccaplex and costly to treat, and may, in themselves, become both
medically and thug economically catastrophic. Unless 4{hese

implications are taken into consideration, catastrophic illness's
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long term effects may not be ~overed in any policy initiatives
formulated solely on the basis of the cost of a single

catastrophic incident.

RECOMMENDATION #4

4. That the Federal government act to 1imit the application by
private insurers of exclusionary and other restrictive
clauses.

Discussion:

It is no secret that competition has entered the field of
health care, and that ss competition for patients increases,
providers are relying more heavily on business and managerial
practices to survive.

One of these practices is to restrict the admission of
patients who may be insured, but, whose policies carry
exclusionary and restrictive clauses for pre-existing conditions.
Such exclusions exist for a variety of diagnoses but ranking high
among them are cancer, heart disease, circulatoury disorders,
neurological disorders, and chronic illnessec.

Where the insured, but excluded, individual is to turn for
economic 4ssistance is largely a matter of his or her own

devic.s. Often it is not unusual for middle class Americans to
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suddenly have to turn to state Medicaid programs for assistance.
As was mentioned in an earlier recommendation, this can only
occur after the infirmed individual has exhausted all personal
resources, and liquidated all arsets.

By design, insurers deal with risk and risk pools. It seems
only reasonable to expect that the drain on these pools will
increase as the nation's population increases in longevity. In
that case, a new approach to managing risk is required--one which
will not penalize the infirmed in favor or wrat is fast becoming
a preferred patient population.

1 appreciate the opportunity to present our views and I hope

you will let us know if we can provide any further information.

(O
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TESTIMONY OF THE CYSTIC FIBROSIS FOUNDATION BEFORE THE
SENATE. COMMITTEE ON LABOR AND HUMAN RESOURCES

March 11, 1987

t2 2212222222222 2222 2222222322222 22722222 3822212222222

Mr. Chairman and Members of the Committee:

On behalf of the Cystic Fibrosis Foundation, I want to thank you
for the opportunity to testify on the issues of z.cess to health
care and catastrophic illness insurance. I offer my observations
as the president and chief executive officer of the Foundation,

but more importantly, as the parent of a twenty-year-old scn with

cystic fibrosis.

The Committee's longstanding support of health issues and the new
widespread interest in catastrophic illness insurance have brought
some of the nztion's most unresolved health problems to the
forefront. While much ‘f the attention has been focused on the
lack ¢t access and affordability of health care for the growing
elderly pcpulation, I would like to discuss a populatiun that
faces the tragedy of insurmountable health bills at a far earlier

age.
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Those who suffer from cystic fibrosis (CF) and their families are
not unlike the elderly in facing extreme financial aifficulties
brought on by illness. The difference is that cystic fibrosis
strikes young families before they even have the chance to build
up assets, imposing a warrant of financial hardship and inadequate
access to health care with the birth of a chilg.

This genetic disease occurs every time two of the 12 million
Anericans who carry the CF gene producs a child who inherits the
gene from ea’h parent. The disease caises the body to produce u
thick mucus which clogs the lungs and ispairs digestion,
ultimately leading to death from repeated lung infections and lung
damage. Improved treatments, including zdvanced antibiotics,
pancreatic enzymes, and physical therapy, nrow enabiz half of the
children with CF to live into their early twenties and beyond.
Moreover, research on this disease holds the promise of new

treatnents in the future.

However, the cost of care -- especially when a family is excluded
from the private, for-profit insurance system in this country, as
many as them are —— can drain a family both emotionally and
financially. The CF treatment regimen consists of up to 60 pills
a day to aid digestion and prevent or control deadly lung
infections, cnabined with daily physical therapy whe.e children

are clapped on the back and chest: in various positions to try to
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dislodge the sticky mucus. With one or more two-week visits to
the hospital for intensive antibiotic therapy, the average patient
faces some $10,000 per year in medical costs. Hospital visits,
physical therapy, medications, and usge of oxygen increaca as the
disease progresses, bringing families $100,000 yearly medical
bills that haunt their lives now and shape future lives of
poverty. The magnitude of this health care burden is evident in
the estimated $300 million bill that these families are somehow
supposud to pay each year.

We could provide many individual examples of the tragedy
unaffordable and unattainable health care has caused families

with CF. sStories where parents have been locked into jobs because
if they were to move they would 'lose health insurance coverage for
their child. Cases where parents have been forced to stay home to
care for their child, only to find that obtaining an individual
insurance policy for an individual with CF is next to impossible.
Their experiences include the painful discoveries of exorbitant
insurance premiums reaching $1000 per month or more; pre-existing
condition clauses excludinj the very health care that is most
needed; and long enrollment peiicis with no provisions fcc interim
health care costs. These are the horrors that Zamilies face daily
&8s they strive to find a way to afford the csre their children
need. If they look to the government for help, they find that the
idiosyncracies of a particular state's e11yibility requirements

ERIC 189
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and coverage determines their fate. If they loock {o federal
progranms, supplemental security income or disability insurance,
they 2ind that their child must already be disabled and their
fanily poor to qualitfy.

In essence, families affected by CF face a double-edged version of
the proverbial "spend-down" associated with catastrophic illness.
. Not only must they sink to the level of poverty t» receive
governwrnt assistance, but. they must watcih helplessiy while the
diseas« progrusses to the point where the c¢.ild's hezlth is
“spent-down". so as to be legally disabled and eligible for
assistance. Thu s, and-down in finances dooms many families to a
life of poverty that they cannot ever arise from: in a progressive

disease like CF, the spend-c¢=s#n in health is even more final.

There is one group of individuals with CF that especially
synbolizes the tragedy of catastrophic illness today. These are
the young adults with CP -- those who have managed to survive into
their late teens, twanties and thirties. For them, the victory of
winning against this disease long enough to see adulthood is
brought face-~to-face with an insurance system des’.gned to make
them losers. Many of the CF adults who =:zra covr.red by their
parents' insurance policies find that at age 18. or 20, or 21,
thuy are kicked out of the health insurance nest. In the few

cases wheve they can be ke, under their parents' policy, the

Q 19{)
ERIC .

Aruitoxt provided by Eic: e} j




186

price is high -~ a forced "dependent” gtatus for an individual who
has more than earned the right to live as a young adult., To
remain a dependent on their parents' pla.., many CF adults forsake
marriage or career plans, kept prisoners by the only insurance

they can get.

For those who can or must work full-time, CF adults face rejection
from companies that reZuse to hire them for fear that they will
negatively affect the group insurance plan. In some states,
adults with CP face another rejection in aid programs. Even if
they were covered as children under Crippled childrens Services,

they discover there are no provisions for them in adgulthood.

Punished by an insurance system that faults them for surviving
into adulthood, many of these young adults find themselves wishing
for permanent disability just so that the burden on their families
would be reduced. The pervasiveness of this problem was evident
in the Cystic Pibrosis Foundation's most recent survey of CF
families on insurance. The survey found that one hundred percent
of the adults with CF had difficulty getting insurance, with
thirty percent of these adults having absolutely no insurance.
More than half of those insured described their coverage as

inadequate.
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The individual problems of both children and young adults with CF
can appear insurmountabls. B.. taken together, their experiences
repeat a theme. They produce a set of four basic insurance needs
that can be achieved with your leadership. ﬁy addressing these
issues in catastrophic illness or access to health care
legislation for the under-65 population, a majority of the
tinancial hardships associated with cystic fibrosis and many other
diseases could be eliminated. Therefore, the Cystic Fibrosis
Foundation respectfully suggests the following as critical

touchstones in your legislation:

1) ACCESS FOR THOSE WITH PRE-EXISTING CONDITIONS.

As a genetic condition, cystic fibrosis is present from birth.
Therefore, our children and young adul.. do not have the luxury of
joining a good insurance plan and then developing CF, a situation
in which they might receive adequate coverage. Instead, the
“pre-existing condition® label is attached to them even when they
are in fairly good health, often leading to rejection from ever

joining a traditional insurance plan.

2) REASONABLE PREMIUMS.

All the insuranuce plans in the world will not provide health
coverage if the premiums are unaffordable. Those whose finances
are already stretched with daily CF care generally find it

impossible to pay the prohibitively expersive premiuzs associated

N
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with an individual insurance policy. Moreover, many insurance
cormpanies require that the premium be paid for an entire year
before any costs associaisd with .ystic fibrosis or any pre-
existing condition are covered. Theretore, éven families who
night be able to afford the premiums are forced instead to use
their money to pay for the health care needed now.

3) RECOGNITION OF ALL HEALTH CARE COSTS.

It is well known that insurance conpanies do not pay every cost
associated with every health care condition. For CF, such costs
g0 bevond deductibles and over-the-counter medications to include
home health care, special diets, durable medical equipment, oxygen
and medical services such as respiratory therapy. Any of these
costs associated with the regular care of CF can be enough to
deplete a family's assets. The alternative, not to provide care
or supplies, is often a precursor to death. WMany adults with CF
cannot afford the antibiotics or pancreatic anzymes that would
maintain their health. Legislation to improve access to health
care nust do more than address the hospital setting; it must
address the many facets of good health care that can keep people
out of the hospital.

4) NOT DEMANDING POVERTY OR TOTAL DISABILITY.
The current system of financial assistance for those who have

already expended all their assets addresses the problem of
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catastrophic illness too late. Its victims are the middle and
lower-middle classes, who do not have the resources to pay for a
catastrophic illness entirely by themselves, but are not poor
enough to immediately gqualify for assistance. The creation of a
plan that does not base eligibility on poverty or total disability
could enable families affected by cystic fibrosis and other

catastrophic illnesses to secure health care at a survivable cost.

options for meeting the health care needs listed above have
recently gained greater public awareness. Whatever sclution is
ultimately chosen, we cannot overemphasize the need to include the

under-65 population as an integral part of that picture.

One option under consideration is a catastrophic illness risk pool
system for the medically uninsurable. The Cystic Fibrosis
Foundation enthusiastically supporte risk pool legislation during
the 99th Congress, despite the disappointing result:- that merely

ancouraged and did not require states to set up risk pools.

We would encourage any efforts to consider risk pools as a means
for making health care accessible individuals with catastrophic
illnesses. For such state-oriented legislation to be effective,

however, it must mandate and provide support for state
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participation. We would also request that the Committee pay close
attention to the cost of risk pool premiums, in order that the
risk pools provide an actual alternative to individual insurance
coverage costs. Ultixately, a sliding scale or subsidized premium
may be essential for thosa who otherwise cannot afford to buy risk

pool or alternative types of coverage.

Regarding other potential solutions, we ask only that the
considerations raised above be implemented, for they will truly
determine whether the current hardships of those facing
catastrophic illness receive relief. Those who suffer from cystic
fibrosis and other catastrophic health problems can individually
show great strength and commitment in the face of illness, as seen
in our children who survive into adulthood. But those same
"fighters® cannot win against a health care system that overlooks

their very health needs.

Mr. chairman, the Cystic Fibrosis Foundation thanks you for your
recognition of the need for improved access to health care for all
Americans, especially the needs of children and young adults, and
we support your efforts to find a solution that will make health

care accessible to every American.
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Mr. Chairman and members of the 3enate Committee on Labor and Human
Resources, my name is Dr. Robert J. slater. I am Vice President for
Medical and Commnity Services at the National Multiple Sclerosis Society.
We represent 450,000 people across the country through our national office
and network of 140 chapters and branches.

I am presenting this testimony on behalf of the National Multiple Sclerosis
Society and the COALITION FOR HEALTH INSURANCE AVAILABILITY, a coalition of
more than 45 national organizations working to ensure that every American
has access to quality health care and affordable and adequate health
insurance. We represent millions of people with such conditions as
arthritis, cancer, cersbral palsy, cystic fibrosis, diabetes, epilepsy,
heart disease, mental retardation, mental illness, multiple sclerosis,
sickle cell anemia, and tourette syndrome. (Attached is a copy of our
coalition membership)

I wish to present our view of the catastrophic health care needs of people
with disabilities, and a few recommendations.

For brevity’s sake, I will not discuss the problems in depth. Nor will 1
provide detailed statistical data. However, I will gladly furnish you and
your staff with any information requested.
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THE GENERAL CIRCUMSTANCES OF THE CHRONICALLY I SABLED

The chronically disabled typically have large initial expenses associated
with an acute onset phase, followed by the nced for some form of sustained
long-term care. Yet the majority of public and private financing progams
are oriented to the acute illness or injury. To the extent that non-acute
long~term needs are addressed at all, they are often treated as occuring
during only the 18 months to 5 years after onset. Thus, those with chronic
disabilities who have needs extending over two, three, four, five or six
decades are a forgotten population.

While we applaud the Bowen Commission study and related efforts as a first
step, we wish to underscore the point now being made by many that the
Commission report emphasizes the acute stage and fails adequately to
address the long~term, institutional and non-institutional needs so
important to those under age 65 with chronic diseases and aisabilities.

With many chronic diseases and disabilities, onset is in childhood or early
adulthood. Yet their debilitating conseguences are lifelong — either as a
chronic disorder or with recurring episodes. There may or may nct be known
treatments, but there are no known cures. The pattamn of treatment often
involves periods of in-patient hospitalization — sometimes long-term —
followed by periods of remission or sctabilization with return to
out-patient forms of treatment and rehabilitation. This cycle of recurrent
acute service need, coupled wit. a need for ongoing maintenance care is
truly catastrophic — both in terms of human cuffering and economic costs
— for the individual and his or her family.

198




PROBLENS OF OOVERAGE

What are the generic problems of catastrophic coverage? These tend to fall
within two broad categories: 1) Unavailability of coverage; and 2)

problematic carrier policies and insufficient coverage.

1) Unavailability of coverage:

. Many people are ineligible for government insurance and benefit programs.
If their condition had an early onset it may have interfered with their
normal growth and development and with the acquisition of a servicable
education. This in turn may mean that the individual has never as an adult
acquired labor force attachments sufficient to establish entitiements
through group insurance, compensation, and primary Social Security
disability coverage. Even if the condition was first manifested during the
teen years or early adulthood, the jindividual may still not have
established a sufficient work history to meet government program
eligibility requirements (e.g., for SSDI). In addition, medjcal

eligibility criteria used in some programs often fail to take into account

unusual attributes of particular conditions (e.g. subjective symptoms),
thereby precluding benefits for people disabled by cer.ain diseases.

- In at least one government program, Medicaid, many disabled persons are
forced to undergo "spenddown" in order to become eligible. Thus, in many
instances, this program does not avert catastrophy but rather necessitates
it.

State health insurance pools exist in fewer than a dozen states.

Moreover, while the pools benefit some state residents, many with
disabilities cannot affort the substantially higher-than-standard premiums.
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. In the private sector, Blue Cross and Blue Shield plans, which are
not-for-profit, policies and eligibility requirements vary greatly from
region to region. It is irratioral and unfair that the availability of

coverage should be a function of geography.

. People with pre-exisiting conditions are precluded from obtaining
individual coverage through virtually all private carriers. It is notable,
too, that carriers automatically reject people with chronic diseases and
disabilities independent of each applicant’s particular health status (and
hence insurance risk). ¥erely having one or another of a range of
diagnoses makes one ineligible. For example, within the multiple sclerosis
population, individuals may vary greatly in the course of their disease,
its severity, in their consequent need for and utilization of services, and
thus in the financial risk they present to the carrier. Yet an individual
with "benign" MS will be rejected automatically, as will an applicant with

severe progressive MS.
. Disabled individuals whose husbands or wives are covered under employer
group rplans are often precluded from spousal coverage due to their

pre-existing conditions.

2) problematic carrier policies and insufficient coverage:

Even where an individual with chronic disease or disability has coverage,
he or she may be subjected to serious coverage limitations or other

problems.
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. Individuals who have paid premiums without utilizing their benefits to an
unusual degree often find that once they experience onset of a condition
and begin to submit larger or more frequent claims, they receive
unconscionable premium increases. In effect they are punished for
requesting the very benefits for which they have previously paid. For
example, Mrs. K, of Yonkers, NY, must now pay $840.32 each month to keep

her policy since being diagnosed with multiple sclerosis.

. As alluded to early in this presentation, many of the services most
important to people with chronic diseases and disabilities -~ particularly
those involving non-institutional and/or non-medical needs — are either
not covered or are subject to seriocus caps and other use or payment
limitations. Examples include the following:

- Nursing home care;
Respite care;
~ Personal attendant care (for such activities as bathing, dressing and
feeding);
- Services that are considered "maintenance" rather than "therapeutic"”
(such as "maintanence physical therapy");
~ Outpatient psychological and psychiatric services, including extended
coverage on a par with that available for physical illnesses and
disabilities;
~ Long-term rehabilitation;
_ = Prescription drugs;
- Various supplies and equipment.

RECOMMENDATIONS

In light of the foregoing we urge that any plan to improve catastrophic
coverage ensure availability and adequacy of coverage for all, and a
sufficiency of appropriate, affordable coverage where it is now available
but limited. Our specific tecommendations for achieving these ends are the

following:

. Federal legislative encouragement for the establishment of high-risk
health insurance pools in the all states that do not now have them.
-5«
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. bevelopment of a Medicaid buy-in plan on a sliding scale for families

whuse incomes are low but still too high for current Medicaid

eligibility.

. Development of stardards and cempliance mechanisms to close

discriminatocy loopholes in eligibility, cost, and range of coverage for
people with chronic diseases and disabilities.

. Strict utilization controls involving peer review and case mangement to

ensure the necessity, quality, cost, and appropriateness of care.

. Establishment of a board consisting of government, for-profit, voluntary,

and consumer representatives to review government, private for-profit,

and private not-for-profit insurance policies and practices.

. Development of incentives for the chronically ill and disabled and their

families to use the least costly services appropriate to rneet their

needs.

. Formulation of mechanisms — perhaps appropriate tax incentives — to

foster family responsibility.

. In special circumstances, the design and implementation of demonstration

projects to test new delivery and funding options.

. Acquistion of better data to enable policy planners to meet the needs of

the current populati n of chronically ill and disabled, and also to
enable them to anticipate the needs of the rest of the population who may
"age into” disability or long-term illness.

-6 -
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CONCLUSION
It is time that Congress faces the whole range of catastrophic health
problems. Focusing on acute care, and primarily on the elderly, is not

sufficient. Every American is at risk for health catastrophy.

Available, afforaable, appropriate, and adequate are the watchwords for
catastrophic health jnsurance coverage. Last year you reviewed legislation
regarding high-risk health insurance pools for people with pre-existing
conditions. Now you have an opportunity to do more through legislation on
catastrophic care. Through pools, a Medicaid buy-in, and the coverage of
certain catastrophic problems in long-term as well as arte care, Congress
can now promote the development of policy which will lead to health care

for all Americans and prevent both poverty and hepelessness for individuals

and fam.lies.
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COALITION FOR HEALTH INSURANCE AVAILABILITY

ACLD, Inc. An Association for Children and Adults with
Learning Disabilities
Alliance for the Neurologically Impaired
American Association of Retired Persons
American College of Castroenterology
Americzn Diabetes Association
American Foundation for the Blind
American Liver Foundation
American Medical Student Association
American Speech-Language-Hearing Association
Amyotrophic Lateral Sclerosis Association
Arthritis Foundation
Association for Retarded Citizens
Communicating for Agriculture
Cooley's Anemia Foundation
Cystic Fibrosis Foundation
Epilepsy Foundation of America
Handicapped Organized Women, Inc.
Huntington's Digease Foundation cf America
Imune Deficiency Foundation
Lupus Foundation of America
MPS (Mucopolysaccharidoses) Research Funding Center, Inc.
ttyasthenia Gravis Foundation
National Association of Children's Hospitals and
Related Institutions, Inc.

National Association of Developmental Disabilities Councils
National Coaslition for Health Care for the Poor and Minorities
National Consumers League
National Depressive and Manic Depressive Association
National Down's Syndrome Congress
National Easter Seal Society
National Head Injury Foundation
National Foundation for Illeitis and Colitis
National Huntington's Disease Association
National Ment~1 Health Association
National Multiple Sclerosis Society
National Organization for Rare Disorders
National Rehabilitation Association
National Society for Children and Adults with Auticm
National Sudden Infant Death Syndrome Foundation
National Women's Health Network
Sickle Cell Support Association
Sick People Need Insurance (SPINS)

Sick Kids Need Involved People (SKIP)

Spina Bifida Association of America
Tourette Syndrome Association, Inc.

United Cerebral Palsy Associations, Inc.
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SOURCES OF DATA

Society Members and Chapter MS Case Census - January 15, 1985 Multiple
clerosis Society records (Donor Wembersnip and Renewal System - DMRS)
to the extent received from Chapters.

Estiaated Number of Known, Diagnosed Cases - These figures were
deve Toped Trom applicable prevalence rafes multipled by general
popt lation served. revalence Rates (nuaber of cases per 100,000
general population) deveioped by the Society's Medical and Community
Services Department from data developed by Herbert M. Baum, Ph.D.,
Officc of Biometry and Field Studies, National Institute of
Neuroloyical and Commnicative Disorders and Stroke (NINCDS), National
Institutes of Health, ana Beth B, Rothschild, B.A., Booz-Allen and
Hamilton, Inc., pullished in Annals of Neurology 10:420-428, Noverber,
1981. Total~1980 popula.icn By Congressional UDistrict was taken from
the Almanac of American Po.itics, 1984 by Nichael Barone and Grant
Ujifusa, Tncreases by 1.0S3333% to aprroximate 1985 population.

4

Estimated Annual MS Medical Expenses and Estimated Total Annual
Earning Losses for M5 flouseholds - The result of estimetéd prevalence
[}] nown, diagnosed cases mulitipled by cost factors developed by
Robert P. Inman, Ph.D., Professor of Finance, Economics and Public
Minagement, The Wharton School, University of Penrnsylvania, from his
paper, “Disability Indices, The Economic Costs of Illness, and Social
Insurance: The Case of Multiple Sclerosis," August 1983, which
summarizes research completed as a consultant under National Institute
of Neurological and Communicative Disorders ard Stroke (NINCDS)
Contract 1-N-4-2335, These data have been updated .0 approximate 1985
dollars.  $2,663. is used as the average annuii medical cost per
person with MS and $8,962. is used as the average annual earnings 1oss
oer family.

Estimated Household Members Affected - The result of estimated
prevalence of known, diagnosed cases multipled by the average
household size by state from the Sales and darketing Management
Magazine Survey of Buying Power, 1983.
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1985 NATIONAL MULTIPLE SCLEROSIS SOCIETY STATISTICS

EST IMATED
ESTIMATED ESTIMATED ESTIMATED  TOTAL ANNUAL
NUMBER ANNUAL MS HOUSEHOLD EARNING LOSSES
CHAPTER OF KNOWN HEDICAL MEMBERS AFFECTED FOR HOUSEHOLDS
SOCIETY MS CASE DIAGNOSED EXPENSES IN (iNCLUDES THOSE WITH M§ IN
STATE MEMBERS CENSUS CASES 1985 _DOLLARS WITH_CASES OF MS) 1985 DOLLARS

ALABAMA 1,961 969 1,071 $2,851,592 3,020 $9,596,682
ALASKA 279 179 442 $1,177,142 1,282 $3,961,528
ARIZONA 1,743 1,197 748 $1,990,617 2,056 $6,699,177
ARKANSAS 1,592 DY) 618 $1,645,121 1,693 $5,536,451
CALIFORNIA 13,495 6,928 13,017 $34,663,728 34,885 $116,656,527
COLORADO 3,397 1,273 1,589 $4,232,786 4,196 $14,244,922
CONNECTICUT 2,496 1,838 3,077 $8,192,720 8,460 $27,571,595
DELAWARE 1,274 469 548 $1,218,696 1,277 $4,101,372
DIST. OF

COLUMBL» 357 295 491 $1,307,510 1,208 $4,400,264

FLORIDA 10,158 7,500 7,500 $20,064,936

GEORGTA 5,619 1,605 1,502 $4,000,768 4,267 $13,464,095
HAWAII 193 81 265 $706,467 844 $2,377,529
1IDANO 734 5€3 934 $2,488,562 2,663 $8,374,950
ILLINOIS 3,200 1,782 8,773 $23,362,781 24,214 $78,624 535
INDIANA 2,884 1,803 4,222 $11,242,754 11,737 $37,83,109
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1985 NATIONAL MULTIPLE SCLEROSIS SOCIETY STATISTICS

page 2
ESTIMATED
. ESTIMATED ESTIMATED ESTIMATED TOTAL ANNUAL
NUMBER ANNUAL MS HOUSEHOLD EARNING LOSSES
CHAPTER OF KNOWN MEDICAL MEMBERS AFFECTED FOR HOUSEHOLDS

SOCIETY M5 CASE DIAGNOSED EXPENSES IN (INCLUDES THOSE WITH MS IN

STATE MEMBERS CENSUS CASES 1985 DOLLARS WITH CASES OF MS) 1985 DOLLARS
IOWA 2,066 1,545 2,885 $7,681,876 7,789 $25,852,412
KANSAS 3,365 995 1,300 $3,461,962 3,432 $11,650,810
KENTUCKY 814 410 2,013 $5,361,757 5,698 $18,044,336
LOUISIANA 1,479 1,006 1,157 $3,080,086 3,331 $10,365,651
MAINE 2,471 893 1,237 $3,294,467 3,414 $11,087,123
MARYLAND 1,925 1,715 3,249 $8,652,268 9,097 $29,118,149
MASSACHUSETTS 8,348 4,521 5,600 $15,124,952 15,562 $50,901,172
MICHIGAN 7,946 5,314 10,132 $26,980,792 28,571 $90,800,548
MINNESOTA 3,130 2,973 4,484 $11,939,815 12,240 $40,181,984
MISSISSIPPL 549 336 693 $1,845,926 2,059 $6,212,238
MISSOURL 3,448 2,206 2,704 $7,201,224 6,441 $24,234,837
MONTANA 874 497 865 $2,304,451 2,328 $7,755,347
NEBRASKA 1,558 1,906 1,554 $64,138,640 4,165 $13,928,084
NEVADA 496 329 440 $1,172,442 1,180 $3,945,710
NEW HAMPSHIRE 1,878 689 1,012 $2,696,743 2,795 $9,075,558
NEW JERSEY 6,986 3,110 5,671 $15,101,643 15,935 $50,822,729
NEW MEXICO 1,196 664 358 $954,142 1,014 $3,211,047
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1985 NAT1ONAL MULTIPLE SCLEROS1S SOCIETY STATISTICS

ESTIMATED
ESTIMATED ESTIMATED ESTIMATED © TOTAL ANNUAL
NUHBER ANNUAL MS HOUSEHOLD EARNING LOSSES
CHAPTER 0P KNOWN MEDICAL MEMBERS AFFECTED FOR HOUSEHOLDS
SOCIET? MS CASE DIAGNOSED EXPENSES IN (INCLUDES THOSE WITH MS IN
STATE HEMBERS CENSUS CASES 1985 _DOLLARS WITH CASES OF MS) 1985 DOLLARS |
|
NEW YORK 12,141 8,583 19,315 $51,434, 969 51,956 $173,098,083 |
NORTH CAROLINA 4,481 1,380 1,617 $4,302,364 4,497 $14,495,906
NORTH DAKOTA 808 m 18 $1,912,004 1,989 $6,434,615
OHIO 7,711 4,796 8.314 $22,140,648 22,781 $74,511,637
OKLAHOMA 1,567 434 832 $2,215,495 2,205 $7,455,978 o
OREGON 2,198 1,075 2,607 $6,941,839 6,752 $23,361,908 N
PENNSYLVANIA 13,323 4,579 9,135 $24,327,035 25,030 $81,869,655
RHODE ISLAND 1,052 537 338 $2,497,048 2,541 $8,403,510
SOUTH CAROLINA 1,961 510 859 $2,286,187 2,524 $7,693,881
SOUTH DAXOTA 761 439 760 $2,023,467 2,097 $6,809,729
TENNESSEE 3,490 1,025 1,263 $3,362,192 3,485 $11,315,045
TEXAS 3,167 1,882 3,913 $10,420,641 10,996 $35,069,391
UTAH 1,074 846 804 $2,139,906 2,587 $7,201,597
VERMONT 2,06% 450 563 $1,498,208 1,558 $5,042,036
VIRGINIA 3,268 2,510 2,941 $7,831,217 8,205 $26,355,001
WASHINCTON 3,926 2,558 4,545 $12,104,325 11,909 $40,735,620
WEST VIRGINIA 991 350 1,072 $2,853,546 2,992 $%,609,990
WISCONSIR 2,619 2,583 5,209 $13,872,482 14,378 $46,686,138 2 * {1y
WYOMING 929 493 465 $1,237,926 1,292 $4,166,088 \
NATIONAL 165,442 85,764 151,191 $402,620,..07 413,458 $1,354,969,622

TOTAL
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I am James Roosevelt, Chairman of the National Committee to
Preserve Social Security and Medicare. 1In that capacity, I
represent more than four million members, most of whom have
little or no catastrophic health insurance protection. I commend
you, Mr. Chairman, for holding these hearings to search for
solutions to overcome the financial tragedy that a catastrophic
illness can cause older Americans. Thanks to your concern and
that of Your colleagues, I believe we can look forward to serious -
catastrophic health insurance legislation in this Congress.

I want to thank you, Mr. Chairman, in particular, for taking
the initiative at the beginning of this Congress to introduce S.
210 which would provide catastrophic health insurance for doctor
and hospital bills. While S. 210 is limited in scope, you
recognized that a step was needed to put this important issue on
the legislative agenda.

I am pleased to learn that you now wish to expand your
legislation to include prescription drugs and other important
elements of catastrophic health care coverage. My statement
emphasizes the need for catastrophic health insurance legislation
to cover prescription drugs and lorg-term care. While there is
logic to your proposal to include cat .trophic health insurance
under the Public Health Service, we believe that it makes more
sense to expand Medicare. After all, Medicare is already the

primary health insurance for older Americans.

-1 -
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It is not an exaggeration to say that Medicare has made the
difference between life and death for countless thousands of
seniors who might otherwise have delayed seeking care until a
once treatable condi‘ion had becume life-threatening. As vital
as it is, however, Medicare does not cover a full range of
medically necessary services. Sadly, thousands of individuals
and families are reduced to poverty when illness strikes. To be
forced into bankruptcy because of unmanageable health care costs
is a true catastrophe. Protection against such catastrophic
expenses is Medicare's unfinished business.

Mr. Chairman, as you know, this Congress is about to make a
very important decision. Will Congress decide to tinker with the
current Medicare system or will Congress take the bold step of
comprehensive reform and expand Medicare to cover long-term care
and prescription drugs? The President proposes a very limited
expansion of Medicare to protect seniors against catastrophic
hospital and doctor costs. Legislation introduced by key members
of the House Ways and Means Committee, while better than the
President's proposal, is similar in scope. However, an important
bill has been introduced by Senator James Sasser (S. 454) which
includes catastrophic coverage for long-term care as well as
preventive exams, vision, dental and hearing care.

Representative Pepper has introduced a similar bill, H.R. 65, in
the House, which includes prescription drugs. We want to commend
Senator Sasser for the leadership he has shown by sponsoring

legislation which would bring such important coverage for
seniors. We hope that you will consider this approach to

-2 -
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catastrophic health insurance.

Assuring quality health care to all citizens who require
nursing home care or extended home care or who depend on drug
therapy certainly represents an important financial commitment.
The Nationa. Committee fully appreciates the challenge you and
your colleagues face. Yet we agree with Representative Pepper
when he says that we cannot afford NOT to cover long-term
catastrophic health care costs. This may well be the historic
time to search our conscience and our coffers to come up with a
solution. :

A LIMITED PROPOSAL

President Reagan's proposal falls short £ providing true
catastrophic Medicare protection. Medicare beneficiaries face
the catastrophe of bankruptcy because Medicare pays for less than
half of the health care of seniors. Under the President's
proposal, Medicare would pay for Medicare covered hospital and
doctor expenses above $2,000. However, most people will already
have spent a lot more for uncovered expenses such as nonassigned
doctor fees or prescription drugs. Many individuals suffering
from chronic illnesses, such as Alzheimer's disease or arthritis,
do not need doctor and hospital care. They are more likely to

incur catastrophic expenses related to nursing home care, home

health care and/or prescription drug expenses. The President's

proposal would not help these victinms.
Among the thousands of letters received each week by the

National Committee to Preserve Social Security and Medicare are
numerous pleas for help with health care costs. Some have unpaid
-3 -
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medical bills which often total more than two or three years'

income. Many individuals and families are confronted with total

impoverishment when bills for acute or chronic care reach

catastrophic proportions. It is no wonder that many seniors and
v their families are concerned for the future.

I recently received a letter from a National Committee
member from Knoxville, Tennessee. This women's story is a tragic
reflection of the inadequacy of Medicare‘s current coverage:

1 am writing to tell you about my husband. Henry has been

in the hospital for 23 days. My son had ¢c put him in a
nursing home today... He has been bad for over a yesar. He
has had two strokes. I have waited on him and me sick. See,
1 live by a pacemaker and can hardly walk because of
arthritis. The doctor said I could no longer care for him
because I coundn't 1ift nim or give a bath or give him IVs so
he had to go to a nursing home... We are both 74 years old
and 1 feel God has been good to us both. He worked until he
was 70 years and paid in Social Security ever since 1937. He
sure wasn't lazy.... All of our life savings are gone now.
Henry and I together got $831 Social Security. They (the
nursing home) will take $562 of his and that will leave me
$269 to live on, which sure will be rough going, me with this
sickness I have. My medicine really costs ($80 a month).

I'm going to try to get SSI and Medicaid, food stamps. My
pacemaker check on the phone is $30 a month.

President Reagan's legislation would not help this couple
pay for his care in the nursing home or for her prescription
drugs. She might have been able to ¥eep her husband at home if
she had some physical assistance. After a lifetime of work and
saving, this woman will now be permanently dependent on public
assistance. In fact, the President proposes to help only 800,000
seniors a year or about 3 percent. It will more likely upset the
other 97 percent to pay $60 a year more in premiums yet receive

no additional benefit. Clearly, it is politically dangerous to
- offer such a limited proposal. Seniors expect greater vision and
-4 -
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more tangible results.
COMPREHENSIVE CATASTROPHIC MEDICARE COVERAGE
At the beginning of this century, the most prevalent health

problems of senio:s were acute. Today, the most prevalent health

problems are chronic, and the likelihood of having a chronic or

disabling condition increases dramatically with age. An
estimated 85 percent of Americans are underinsured against the
catastrophe of long-term care. And few have insurance for
prescription drugs.

Nursing home care. Probably the greatest fear held by older

persons is to become so totally disabled that they must enter a
nursing home for an extended period of time. Although only about
five percent of the elderly live in nursing homes at any given
time, about 20 percent of the very old are institutionalized.
The fear of having to live a dependent life in an institutional
setting is coupled with the enormity of the expense and drain on
resources. The average person will deplete his or her resources
in little more than three months at the rate of about $22,000 a
year for nursing home care.

The misconception that Medicare covers nursing home care is
still all too prevelent. Yet Medicare covers only two percent
and private insurance just one percent of this nation's nursing
home bill. While many older Americans are under the illusion
tliat they are protected by Medicare and Medigap insurance, the
devastating reality is that only after spending themselves into

poverty does the public step in to help. Medicaid covers nursing
home care for impoverished patients - the last resort for many

-5 .
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families who must suffer the humility of seing their dependents
supported by a welfare program.

Community-based care. Since the beginning of Medicare and

Medicaid, public policy has been more directed to support of

. institutional care than community-based care. As important as is
coverage of nursing home stays, it is equally important that any
new catastrophic legislation not be biased toward institutional
care. For every one frail person in an institution there are two
equally frail people being cared for in the community. In
addition to the very frail, many more seniors require some type
of assistance with activities of daily living. Most are cared
for informally by families, others by a combination of informal
and formal support services. New policy should encourage
community-based care by increasing support to families caring for
their dependents.

For seniors themselves, home care has always been the
preferred care, whenever possible. Families respond to this
preference by performing 80 to 90 percent of the care given their
dependent relatives. Still, there is a great need for formal
home care services to complement family care. Our nation has a
serious problem with home care. Medicare covers only limited,
acute skilled nursing care, while coverage for homemaker and
chore services is virtually non-existent.

The demand for home care has increased by 37 percent since

the Medicare Prospective Payment System for hospitals was

implemented in 1983. Yet Medicare is increasingly denying
a coverage for home hLealth services. The General Accounting Office
-6 -
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recently found that 86 percent of hospital discharge planners
reported problems with home health care placements. Under an
expanded health care system, home care should be made available
through a comprehensive needs assessment and a8 care management
system.

Adult day care is another important element in the continuum
of care necessary to meet the growing need of aging members of
our society. Only within the last decade has this type of
custodial care gained acceptance. We currently have an
estimated 1,000 adult day care centers in the United States
providing service to between 10,000 and 15,000 disabled adults.

A recent study by the National Council on the Aging found
the average participant of an adult day care center to be a 73
year old female living on a $478 a month income. She is living
with family or friends. Half of the participants need
supervision, one out of five have difficulty walking, and about
one out of eight is wheelchair-bound. The average charge per day
is $22. The indication is that adult day care participants are
mentally or physically frail. While the participant receives
both care and socialization, the family members receive respite
from the stresses of providing care to a frail person. Adult day
care can provide a place to bring the dependent family member
from a few hours a week to enough hours to enable the caregiver
to work in a job outside the home. With this type of support,
the family is able to provide care longer and, therefore,

postpone or prevent institutionalization.

-7 -
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Prescription drugs. Another example of the inadequacy of

Medicare's coverage is the failure to pay for prescription
drugs. For some older people, chronic, long-term care consists
of taking the appropriate prescription drug. However, these
prescripvions can be very expensive. It is not unusual for a
person with a heart condition to spend more than $100 per month
or medications needed to sustain l1ife. Diabetes is another
example of a chronic health problem which requires careful
monitoring and access to insulin. If a diabetic cannot afford
insulin, Medicare may eventually have to pay to amputate his or
her leg. This individual may also end up in need of nursing home
care -- thcusands of dollars spent because a few pennies were
"*saved."

The heaviest use of prescription drugs is, understandably,
among the older population. Older Americans are 2 1/2 times more
likely to be taking three or more prescription drugs regularly
than younger adults. Most seniors, an estimated two-thirds, take
at least one prescription drug at any one time, and many take as
many as four or five drugs a day. Unfortunately, Medicare covers
only drugs used while the person is hospitalized or in a skilled
nursing facility. Medicaid will only cover the costs of
prescription drugs for the poor. Payments for dr.gs represent 20
percent of senior citizens' total out-of-pocket health care costs

and average $340 per person per year.

FINANCING

Despite the desire r.f policy makers to protect Americans
from the cost of a catastrophic illness, the Pepper/Sasser
-8 -
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legislation is one of the few to have made a proposal on a scale
sufficient to solve the problem. In an era of large government
deficits, most worry that the American pcople would not support a
new, costly government commitmerc. But this argument ignores the
fact that the American people already pay for catastrophic
illness.

Seniors and their families pay almost as much of t!-ir
health care bill as Medicare, but only abo'* 2 quarter through
insurance premiums. The majority of private expense is in the
form of Medicare copayments and uncovered expenses. Medicaid and
other government programs pay for about 10 percent, mostly for
nursing home care. If Medicare paid for catastrophic illness for
seniors, Medicaid's resources devoted to senior citizens could be
shifted to "fedicarc. Most seniors and their families could
afford to contribute more to Medicare through premiums and taxes
if they in turn received more comprehensive health insurance.

A major limitation to comprehensive catastrophic legislation
is the shortsighted approach to financing. Some Members of
Congress have expressed opposition to any proposal which is not
*"2enerationally neutral." They apparently mean that older
Americans alone should share in the cost of expanding Medicare to
provide additional services and that it is "unfair" for the
working population to participate in the finan =g. Both the
President and the Ways and Means Health Subcommittee impose
additional premiums or taxes only on seniors to finance new

Medicare coverage. This financing limitation ignores the fact

that the problem of catastrophic health care costs for seniors is

-9 -
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not generationally neutral.

Generations are interrelated and families do take care of
their dependent relatives. Consequently, the pleasure and the
burden of caring for ino.viduals at the end of the life span is

v one that we all share. Family members help each other
financially, physically and e2motionally. The whole family, young
as well as old, has a vested interest in knowing that fathers,
mothers, grandfathers and grandmcthers are being well cared for
in their old age. It makes more sense to share the financial
responsibility through a catastrophic insurance program than
through the inefficient and dehumanizing method of bankruptcy and
welfare.

By the time of retirement, individuals no longer have the
resources to be able to finance all their health care. The
financing of Medicare must begin while working. This is the
overall principle for currrent Medicare financing. A young
worker with a family, try as he might, will find it difficult to
save for his health care protection when retired. And to expect
seniors to pay for the full cost of health care will not solve
the problem of catastrophic illness, but will continue to foster
the problem.

Most senior organizations and some Members of Congress
refuse to step forward and lead on the issue of financing.
Senator Sasser and Representative Pepper are not afraid and
neither is the National Committee. We endorse the financing

proposals in the Pepper/Sasser bill to transfer some Medicaid

resources to Medicare and to add additional contributions from

- 10 -
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beneficiaries. The National Committee also believes that it is
necessary to control opsn-ended costs through health care
delivery reform. The Pepper/Sasser bill proposes a capitation
approach. Considering the Adwinistration's interest in
capitation, it is perhap. surprising that the President did not
adopt the Pepper/Sasser approach to providing catastrophic care.

According to a preliminary Congressional Budget Office
estimate, the cost of the Pepper/Sasser bill including
prescription drug coverage would be about $65 billion a year.
The National Committee proposes that seniors pay for
approximately half of the cost of a comprehensive Medicare
catastrophic package through premiums, deductibles and
copayments. Seniors should finance the majority of their share
through a premium.

Rather than deducting a flat amount from a Social Security
benefit, however, the National Committee recommends a premium
that is a percentage of the Social Security benefit. This would
insure that all pay a fair share, but not more than they can
afford. This financing mechanism is similar in principle to the
payroll tax which is a percentage of earnings. If next year's
$22.30 monthly premium was replaced by a premium equal to 15
percent of the Social Security benefit of Medicare eligible
individuals, Medicare revenues would increase by over $20
billion. The average retired worker would pay about $73 a month
(15 percent of $488), a little more than three times next year's

projected premium.
Senior citizens currently pay about $40 billion a year out-

- 11 -
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of -pocket for Medicare deductibles and copayments and uncovered
health care expenses. The National Committee recommends that
Medicare cover all health care expenses and that Congress develop
a deductible and copayment package that would reduce out-of-

v pocket liabilities by one-third to $10 to $15 billion a year.
With a slightly higher premium, deductibles and copayments could
be even less. Deductibles and copayments should be spread over
hospital, doctor, nursing home, community-based care and
prescription érug costs with an overall ceiling on out-of-pocket
costs. Under ihis financing package, deductibles and copayments
would average about $333 a year. Private insurers would probably
be anxious to capture & $10 to $15 billion market and would
consequently provide insurance packages to cover these
deductibles and copaymeats.

Even assuming a 10 percent saving from health care delivery
refurm, the financing package does not come together without
additional contributions from the whole population. The National
Commjttee supports raising the Medicare payroll tax rate.

Raising the tax rate from 1.45 percent to 1.6 percent would raise
approximately $6 billion a yea. Eliminating the wage base for
Medicare payroll taxes, as the Pepper bill proposes, would raise
an additional $7 billion a year. The National Committee is not
opposed to increases in Medicare payroil tax revenues. However,
vwe would also recommend the development of additional financing
sources for Medicare that are more progressive and less a

disincentive to employment. One suggestion is earmarking income
- tax revenues for Medicare. A one percent earmarked tax on all

- 12 -
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taxable income, for example, would raise about $19 billion a

year. To the extent that seniors worked or had taxable income,
they would also contribute through the payroll tax and earmarked
income tax.

SUMMARY

Of all the legislation introduced to date, the National
Committee believes that the best starting point for developing a
Medicare catastrophic health insurance plan is the legislation
introduced by Senator Sasser and Representative Pepper. This
legislation offers the most comprehensive coverage.

Clearly we need to assure senior citizens access to a full
range of health care services, including long-term care in a
nursing home and prescription drugs. The financing of a Medicare
catastrophic health insurance plan will undoubtedly be
controversial. # the same time, financing is at the heart of
the debate. Without additional financing, comprehensive Medicare
catastrophic coverage will remain a fantasy. The National
Committee hopes its financing proposals can be a catalyst for
further debate and action on an agenda of vital importance for
all Americans. It is time that we meet the challenge head on.

Before concluding, I would like to acknowledge the
legislative contribution of other Members of Congress, who have
made worthwhile proposals to expand Medicare or to ameliorate
strict limitations on Medicaid eligibility for nursing home
care. The details of some of these proposals should be

incorporated into more comprehensive legislation. If action is

not taken this year on a more comprehensive proposal, we would
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expect Congress to act on at least some of the proposals to:

* clarify eligibility requirements for Medicare home

health care )
. * expand eligibility for community-based care under

Medicare

* cover prescription drugs under Medicare

* prevent spousal impoverishment

* eliminate the requirement for 3-day prior hospitali-
zation before coverage of skilled nursing care

* increase Medicaid nursing home personal allowance
from $25 to $35

* cover adult day care under Medicare

* cover preventive examinations

This country spends 11 percent of its gross national product

on medical care -- more than any other industrialized nation.

Yet in comparison with other industrialized nations, we fall

sadly short of providing comprehensive health care for our

citizens. Because of the limitations of our health care

financing, many seniors live with the constant threat of

bankruptcy in the face of serious or long-term disability. Let

thiz be the Congress which has the courage and the vision to

provide affordable and adequate heulth care coverage to older

Americans faced with a catastrophic illness. To do so would

banish the fear of financial aardship from the lives of countless
. Americans.
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1 am honored for the opportunity to testify today on &n
jssue of vital i{mportance to older Americans and public
policy-makers -~ the spiraling cost of acute-care {1llness and
long-term k:ealth care.

Through nearly two decades 1in the California State
Legislature, 1 was fortunate to have successfully authored
numerous laws dealing with aging and long-term care. This
legislation fncluded creation of one of the nation's first
aduilt day health care programs and multi-purpose senfor
services projects, key alternatives to warehousing our
elderly in long-term care institutions.

More recently we fought and won a bipartisan battle for-
the most comprehensive nursing home reforms in the history of
our state and perhaps the nation. 1 was privileged to lead a
Senfor Leadership Coalition that pushed the "Nursing Home
Patients' Protection Act of 1985" to reality. I am proud
Californfa has been a leader in long-term care and aging
programs.

Today's hearing focuses more specifically on the Reagin
Administration's so-called catastrophic health proposal. I
am  compelled to cheracterize tne glan {itself as &
*catastrophe.®

What we reailly have here i1s a full measure of political
hype, not what f{s represented by the Administration as the

*last full measure of security.”
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Last month in California I Joined forces with B8i1)
Hutton, Executive Dfrector of the National Council of Senior
Citfzens, to publicize some of the defects {in the Reagan
plan., Here are a few reasons why we labeled the Reagan plan

8 catastrophe:

o A far-too-high out-of-pocket expenditure of $2,000.

o Deductibles and co-payments that tax those who are {11,

o Continued restrictions on skilled nursing home care.

o No coverage for actual long-term care, respite or day
care, or home health services, let alone any support for

family care givers.

Moreover the Administration’'s plan will only provide
direct benefits to 1less than ore percent of the Medicare
patients who reach their 61st day in a hospital.

The Reagan proposal does nothing for the 1.8 mitllion
senfor citizens who now require long-term care or the
one-out-of-five elderly persons who will eventually wind up
in a nursing home some day.

At the same time the elderly are being socked with
another {ncrease in Medicare charges -- this year j§t's $4.92,

Nedicare beneficiaries already pay $17.90 per month to
participate in the program, and their costs would increase to

$22.82 in order to fund Reagan's new proposal.

-2-



223

Senfor organizational leaders throughout the county have
called this scheme 2 bargain for the rich and a heavy burdsn
for the majority of senfor cfitizens who will have t9
sacrifice their savings before they can benefit from it.

Programs for the elderly have been consistently
threatened since this Adminfstration took office, the least
of which has been a continuing increase in Medicare charges
and co-payments.

But these Medicare cost increases might not be so bad ff
the benefits of this reform had universal applicatfon. 1In
other words, let us not bandaid little co-payments here and
bi11ing problems there. All persons 65 years of age and over
should clearly bene’fit from such a proposal.

A1) aspects of skilled nursing care should be included,
espzcially since the prospective payment system -- effecting
the diagnostic-related groups -- has further confused the
difference between in-hospital care and nursing care.

Such a proposal also must address the ever-increasing
need for proven cost-effective programs such as adult day
health care and in-home support services.

Nationally-recognized programs like S8n Francisco's On
Lok have o2roven time and again the cost-effectiveness of
non-institutional day health care services.

A good health care system should be sensitive to the
needs of the family caregfver who now provides nearly 90

percent of all long-term care services for their loved ones.
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Our health care system for older Americans would have been
bankrupt long ago were ft not for these committed and caring
families.

Financing must be based on principies nf equity and
efficiency, and--any financing formula 1{s going to be
controversial. Already there is controversy on Capitol Hill
~- and among the many senior organfzations across the
country,

1 applaud proposals by Congressman Claude Pepper,
Senator James Sasser and other legislative leaders who are
genuinely attempting to deal with many of the pressing health
care issues facing us all,

Without @ doubt, whether at the state or national level,
we all need to work together and focus our attention on 2
sound tnd workable financing mechanism that provides quality

care for not only older Americans but for all of us.

(END)
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Mr. Chairman, I am Johr: O, Brown, M.D., President of the National Medical Association.

We are very pleased to present our written testimony on a subject that is very

important to each of us - protecting the American publie against catastrophic

medical expense. First, I would like to describe the organization I am representing
today: The National Medical Association (NMA). The National Medical Association
was founded in 1895 by Black physicians in an era of general hostility toward

Black professionals. Unwelecomed in the national body of physicians, the NMA

was founded to encourage the professional development of minority physicians

in the interest of providing better health care to all Americans. Today, the Association
Is still serving the interest of more than 13,000 minority physicians and their

patients, particularly the doctors who serve and the patients who reside in the

nation's urban metropolitan communities.

We commend Secretary Bowen for the establishment of the Advisory Committee
on Catastrophie Illness and the work they nave done in recent months to examine
the issues involving expanding access to medical care to the nation's high risk

groups (the elderly, disabled, and low-income Amerieans).

Catastrophie Protection

e

This issue of catastrophic medical prote«tion, is one of the fundamental problems
that many high risk Americans encounter due to the high cost of medical eare
and inadequate protection provided to thase groups in our society. The existing
public health financing programs (Med'.are, Medicaid, and Public Health Service

Programs) and private health insurance programs do not provide catastrophic




I

medical protection.

Today, more than ever, the Medicare and Medicaid programs cover a decreasing
percentage of the health care needs of the elderly, disabled, and low-income
Americans. Tne recent efforts by the Reagan Administration and the Congress
have lowered government's committment to expand health coverage, eligibility

and benefits under these two important federal programs through budget reduetions
and efforts to make these programs more cost efficient. The result has been

that Medicare's out-of-pocket costs in the form of premiums, deductibles and
co-insurance expense have risen greatly in the last six years. The Medicaid program
has experienced controversial restructuring by many states in order to reduce
spending and provide high quality services in recent years. In addition, many

states haves established new limitations on eligibility, benefits, and coverage

of Medicaid financed services. Thus, data from the Current Population Survey
(CPS) indicated that the Medicaid program today serves roughly the same percentage
of the overall poverty population as in 1980 -—— less than 40% of those with incomes

under the official U. S. poverty line.

The Public Health Service Block Grants programs have been redueed in the form
of federal funding and support for many vital publie health programs such as
community health eenters, mental heal th services and childhood immunization

programs.

There are great gaps at the present time in Medicare coverage which we all know.

It does not cover eyeglasses, dental care, hearing aids, foot care, extensive nursing
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home care or in-home care for the chronically 11l elderly. Nor does it provide
cost effective health promotion and preventive medical care. We have specific
eoncerns about various issues regarding catastrophic medical protection and wourd

like to share them with the Coinmittee.

Black Families
I am grateful for the opportunity to testify on the problems that many Black
families encounter - unmanageable finanecial burdens that cause them to forego
needed medical care. These financial burdens arise both when the costs of medical
care rise, und when individuals lack insurance and the financial means to withstand
greater out-of-pocket costs. Catastrophie health care burdens arise in a variety
of ways for Rlack families in urban America. For families who lack any insurance
coverage, even a simple hospitalization ean turn into a catastrophic event. Moreover,
often time such families may not seek medical care with & primary care physician
until the illness become very serious and require hospitalization. This often
exacerbates the cost problem because the illness ecould have been treated when
the illness was iesﬁ acute. Since 1980 the number of Black families without any
public or private health insurance has risen steadily to 30 percent of all Black

_ families lack medical insurance. For older Black Americans who have Medicare
coverage, an acute illness is also likely to result in a catastrophic burden with

high deductible and coinsurance payments.
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Black Elderly

It is estimated that 9 percent of the Medicare population are Black Americans.

Many of these individuals are living on fixed incomes and cannot afford to pay

the increasing out-of-pocket cost mandated under the Medicare program. One

of the most critical issues that the Black elderly need for catastrophic protection
rests with the problem of long-term care. The long-term care needs of the Black
elderly are acute because Medicare currently does not pay for extended long-term
care services. Thus, long-term care needs lead almost inevitably to catastrophie
expenses because the costs of treatment are enormous and the insurance protection

available even to those who eould afford it is minimal.

State Catastrophic Health Programs

Only three states (Alaska, Maine and Rhode Island) have maintained catastrophic
health programs to help those individuals who find that they have enormous medical
expenses and that their existing resources and insurance coverage are inadequate

to cover them. The success of these programs, however, has been mixed. State
catastrophic programs are not health insurance plans; rather they are structly

state funded programs to assist people who exhausted their own resources while
paying catastrophic health expenses. The existing state eatastrophie insurance
programs are not aimed at the indigent population, although some poor and minority
persons have obtained access to insurance protection through these state programs.
It is also clear that these programs have not been an overwhelming suceess. In

1984 only 1,251 people were beneficiaries of these programs in the three states

ERIC
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where catastrophic programs exist.

Because of the need to limit state expenditures, each state nas taken steps to
restriet eligibility. Furthermore, most state plans take into consideration only
expenses for those services ordered by a physician; they provide no assistance

for catastrophie expenses resulting from long-term care or rehabilitation. Based

on the limited experiences of these states with catastrophic medical protection,

the NMA supports a national program with uniform bene fits, eligibility and coverage
criteria. Only a national catastrophie program can serve the diverse needs of

the American publie.

Health Care Savings Aceounts

Currently, the Medicare program does not cover a major area that requires catastrophie
medical protection - skilled nursing home care. Other than acute care treatments,

skilled nursing home care costs must be provided by either the patient, private

resources, or Medicar='s 100-day benefit plan or if the patient's assets are depleted

they can "spend down™ and begin coverage under the state government's Medicaid
program. As our elderly population grows older, the demand for nursing home
care will grow at an even more rapid rate than it is today. Finaneing this demand

for long-term care in future years is a real catastrophic concern.

At present, comprehensive long-term care insurance is not available for the great

majority of elderly Americans. There is a real problem for the poor and middle

TR o]




income elderly who need extensive long-term care services. In addition, many

elderly cannot afford to purchase private long-term care insurance.

In looking for a solution to this problem, the NMA has examined a new financing
program called Health Care Savings Accounts. This proposal would allow individuals
s to contribute, to a health retirement account equal to the amount of their Medicare
payroll tax each year. This would allow employers to contribute to a Health
Care Savings Account in lieu of or in conjunction with their employees. Upon
retirement, funds invested in a Health Care Savings Account would continue
to receive favorable tax treatment. The withdrawals used to pay for health care,
either directly or indirectly through the purchase of private health insuranece,
would be excluded from taxetion similer to Individual Retirement Accounts (IR As).
The NMA opposes the use of a Health Care Savings Aecount mechanism te help
finance long-term care for the elderly and disabled populations. We besieve that
this proposal would not benefit many of the low-income urban minor ity elderly
populations who cannot afford to invest into these tax exempted savii gs plans.
Therefore, we urge the Congress not to adopt this proposal because it \7ould not

benefit a vast majority of low-income seniors who live on fixed incomes.

A
3\ The NMA supports a few short and long-term reforms in the develcpme..t of a
catastrophic medical protection plan to reduce ~xeessive cost sharing for the
elderly, poor and disabled Americans. fhe Aaveribes the programs v.e
would wish the committee to strongly cor
-
-~
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Short Term Reforms H.R. 65

On 6 January 1987 Congressman Pepper introduced H.R. 65, Medicare Part C:

The Catastrophic Health insurance Act of 1986. This bill would provide for voluntary
comprehensive and catastrophic health care coverage to our nation's 31 million
Medicare beneficiaries. The NMA supports Congressman Pepper's Bill to offer

a Part C under the Medicare program. The Part C would provide senior citizens
with comprehensive catastrophic health care coverage currently unavailable under

private or public insurance coverage.

The Bill would require the elimination of current co-insurance and deduetible
requirements under Parts A and B of Medicare. In addition, Part C would provide
home and community-based services for the chronically ill; complete skilled nursing
facility and intermediate care facility; eye care; hearing care; dental care; and

bi-annual preventive physician visits.

Long-Term Catastrophic Reforms

1 Reduce Cost-Sharing Limits
The National Mcdical Association believes no American should live in fear
that a serious illness or aceident will mean bankruptcy or a lifetime of
debt. Yet today over 80 million Americans are unprotected against devastating
medical costs, and millions more have lost the health insuranee protection

they now have because of unemployment or the death of a working spouse.

The NMA supports in principle that a catastrophic mecieal protection plan




is needed to protect every American from the serious financial burden caused

by major iliness and injury. NMA supports Senator Kennedy's S, 210 that would

encourage catastrophic protection for the elderly and disabled Americans. No

American family should be required to pay more than $1500 for medical expenses

in a single year. Americans who are not covered elsewhere should be able to obtain

affordable catastrophic coverage from a special federal program

ERIC
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Long-Term Drug Benefits

Catastrophic coverage is needed for the American public when they have

incurred $1500 inexpenses for drugs traditionally used on a self-administered
basis. Such drugs often comprise a significant portion of a person's out-of-
pocket medical expenses. Once the individual meets the $1500 incurred

expenses deductible, payment for these drugs would be made until the termination

of the annual eatastrophie benefit period.
Expand Health Promotion and Disease Prevention Benefits
NMA believes that in addition to a limit on out-of-pocket cost for medical

expenses, a catastrophie medical protection plan should contain a health

promotion - disease prevention benefit package.
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The plan should include six preventive bensfits:

(1) Maternal and prenatal care

(2) Well-baby clinic services

(3)  Childhood immunization

(4) Hypertension sereening

(5) Cervical cancer screening

(6) Periodic health examinations
CONCLUSION

In summary, Mr. Chairman, the National Medical Association believes that American

health policy needs short and long term catastrophic medical protection reforms

to improve the delivery of medical services.

We strongly urge support for the passage of H.R. €5 and S. 210 as a short term

solution to excessive cost sharing under the Medicare program.

We believe in the long term a more realistic, more effective and clearly less

costly approach is needed to reform both private and public payment arrangements

for medical services.

Council on Medical Legislation
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HEALTHCARE K50 1TTH STREET NW
FINANCIAL SUITE si0
HANAGEMENT WASHIXCTON, DC 20006
ASSOCIATION TELEPHONE 202296292¢

STATEMENT OF THE
HEALTHCARR FINANCIAL MANAGEMENT ASSOCIATION
TO THR
U.S. SENATE COMMITTEE ON LABOR AND HUMAN RESOURCES
APRIL 7, 1987

ON
HEALTHCARR COVERAGE YOR CATASTROPHIC ILLNESS

The Healthcare Financial Management Association (HEMA) enthusiastically endorses
more adequate federal financial participation in the catastrophic illness
services than are now being provided. However, we caution against the creation
of expectations among the public or otners about funds that will be availabie
for new and expanded healthcare services when funding of current services has
such significant shortfalls. There must be adequate funds and equitable

arrangements for paying for catastrophic health services.

Catastrophic illness is a significant national issue. HFMA applauds the
attention being brought to this issue. The goals of covering especially
difficult and costly cases, meeting long-term care needs, and protecting the
uninsured and underinsured are worthy. But there are some significant downside
risks for healthcare providers. Added promises to beneficiaries must be

A

accompanied by quate payments to the providers of the services. The

government's past practices of making promises and then changing the payment

rules later leaves us very skeptical.
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HFMA Testimony
April 7, 1987
Page 2

ABOUT HFMA

HFMA is a professional membership association composed of over 25,000
individuals in 75 chapters who share an interest in financial management of
hospitals and other healthcare institutions. HFMA has long been involved in the
development of appropriate methodologies for paying for healthcare services. In
May 1982, FFMA issued its recommendation for prospective price setting
methodologies. In October 1985, we issued a statement dealing with the
"Definition of and Payment for Uncompensated Services" {copy attached). In May
1986 each of our 75 chapters was asked to study the issues raised by the
Secretary's Private/Public Sactor Advisory Committee on Catastrophic Illness.
This statement reports to you the concerns expressed by HFMA members based on

their years of experience with various arrangements for paying for healthcare

services.

CURRENT PROVISIONS FOR RSPECIALLY DIYFICULT AND COSTLY CASES
Especially difficult and costly cases are currently being served. These
services may be covered by Medicare DRG payments, or the patient may be

responsible for uncovered services, deductibles, and coinsurance.

Medicare Payments

When Medicare beneficiaries require acute care services of catastrophic
proportions, these services are provided. Reportedly, only 2 percent of
Medicare beneficiaries exhaust their benefits, which is rather clear evidence

that catastrophic services that are covered by Medicare are being provided.
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HFMA Testimony
April 7, 1987
Page 3

If catastrophic service is covered by Medicare, payment probably involves the
Medicare "outlier” provisions -- extra payments for extraordir .ry cases that are
especially costly or lengthy. These aiditional payments are supposed to be 60
percent of actual costs -- a very deficient payment for the toughest cases. In
actual practice, outlier payments bear little relationship to the cost of
services provided. This is a seriously deficient feature of the current PPS

system.

Congress has already provided the outlier mechanism for meeting some
catastrophic acute care needs of Medicare beneficiaries. Congress said to pay
between 5 percent and 6 percent of all payments for outliers but HCPA is
distorting this provision by paying far less than Congress provided. Even
though HFMA, the Prospective Payment Assessment Commission (ProPAC), and others
have requested data about actual outlier payments, the Health Care Financing
Administration (HCFA) has not released actual outlier payment data on a tipely
basis. The experience with this arrange it makes healthcare providers
skeptical about equitable administration of any new, federally administered

catastrophic program.

The outlier payment arrangement should be changed, regardless of new
catastrophic coverage, to:

0 Make payments fully in accord with congressional direction;

o Require regular reporting of actual payments for outlier cases;

o Raise the ratio of cost paid for outlier cases; and

o Remove the linkage between day and cost outliers.
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HFMA Testimony
April 7, 1987
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Uncovered Services

Many other services of a catastrophic nature are also being provided to Medicare
beneficiaries in tha form of post-acute care, extended care, and noninpatient
care for which Medicare coverage is unavailable or, in many cases, inadequate.
Much of this service is uncompensated to the provider and no governmental
program shares in these costs. In addition, services are provided to many
people who are uninsured or undarinsured due to unemployment, failure of
employers to make adequate insurance available, and personal decisions to forgo

or limit insurance coverage.

Medicare, as the largest payer of healthcare services, and sther federal or
state programs makes no contribution to the uncompensated portion of these
services. The government is shifting its financial responsibility for these

services to others. It is time for Medicare to meet its proportionate share of

these costs.

Deductibles and Coinsurance

Deductible and coinsurance provisions make some of the payment for currently
provided services the patient's responsibility. Medicare beneficiaries may
insure this obligation with Medigap insurance, but this coverage would be
replaced by the extended Medicare benefits envisioned under some catastrophic
proposals being discussed. Patients who currently receive catastrophic services
that Medicare or Medigap does not cover may pay out of their own pocket, but it

is likely that many such cases are uncompensated and are added to providers'

charity load.

i
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HFMA Testimony
April 7, 1987
Page 5

The current deductible and coinsurance payments are not related to cost of
service in any way. Thus, if payment for catastrophic service simply pays what
patients might pay under the current deductible and coinsurance provisions, the

providers will not get payments that are even remotely related to cost.

If beneficiaries are required to pay a significant amount (Secretary Bowen's
plan specifies $2,000 a year) much of this will result in bad debts. While
Medicare currently pays for bad debts, HHS Inspector General says this payment
is inconsistent with prospective rates -- a fallacious argument as long as PPS
rates are a roll forward of rates from an era when this payment was part of the
formula. Deductible and coinsurance provisions must not add to the burden of

uncompensated services.

UNCOMPENSATED SERVICES

A special HFMA task force has studied uncompensated services. It reached the
indisputable conclusion that "if institutional healthcare providers are to
remain financially viable, there is no alternative but for payers to pay for
uncompensated services.'* Providers cannot provide services if payment is
inadequate. Thus, the responsibility for financing catastrophic services must

not be shifted to healthcare providers.

*HFMA's statement concerning "Definition of and Payment for Uncompensated

Services and Special Problems of a Disproportionate Share" is attached.

,-(‘
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HPMA Testimony
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Provision of uncompensated services is a real and legitimate business expense
and all customers should share in this cost. Food given to the needy and credit
losses incurred by a grocery store are an integral part of the prices paid by
all customers of that grocery store. The same is true in any business.
Similarly, Medicare must share in the financing of uncompensated services
provided to non-Medicare patients. A recent HFMA survey shows that 5.5 percent

of revenue (after reduction for contractual all ) is pensated. This

is a very real cost that Medicare should share.

Recent legislation provides supplemental Medicare paynents for the higher cost
of serving Medivare patients by providers with a disproportionate share of
uncompensated gervices. This provision ecognizes the special characteristics
of patients served by these providers but does not address the uncompensated
services problem. The current procedure of indirect taxation through payment
shortfall in Medicare and other government sponsored programs is not an
appropriate model for meeting catastrophic illness requirements. It is
essential to recognize that services that are provided must be paid for by

someone and Medicare must pay i*s share.

IMCREASKD DEMAND

A government promise to cover the most difficult cizcumstances that require
acute care services, to cover long-term care services, and to cover services to
tne uninsured or underinsured will doubtless foster provision of even more of

these services than in the past. This is a desirable result for beneficiaries,
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of course, but a risk for both tha government and providers. We only need
recall the results of coverage of renal dialysis services to recognize that
increases in demand and huge increases in cost will result. The ESRD program is
clearly beneficial. Lives have been improved, extended, and saved. But the
costs have been much greater vhan expected. If more catastrophic gervices

are to ba provided, the payment arrangements for these cages is a critical
consideration. The Bovernment must recognize and be willing to accept the
financial consequences of its public policy decisions. One of our chapter

Broups raised the pertinent caution that “the program will promise much and pay

for little."

Diminished insurance coverage of patients’ financial responsibilities, any
change in arrangements for Medicare payment of bad debts, and the inadequate
paymants that result from the current “outlier" methodology all raise questions
about the adequacy of payment for catastrophic services. These are concerns
even at current levels of service and even more serious concerns if more

catastrophic services are called for.

RULES CONCERNS

Providers alsc have no difficulty recalling the many ways that the government
changes the payment rules after the game has begun. This happened repeatedly in
the Medicare cost-based payment era and has continued with new creativity under
PPS. The original goal of PPS was to limit the rate of increase in federal

healthcare expendicures. Providers were offered the opportunity to profit
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through fulfilling that goal. The federal government has not only controlled
expenditures, but has saved tremendous amounts in comparison to what would have
been spent under the former svstem. But rigid budget targets resulted in
chuuged rules and frozen rates; denying providers the promised rewards that were
part of the originsl plan. 1In fact, a recent HFMA survey shows that hospitals

expect to loose money (1.1%) next year from serving kidicare patients.

Revenue from new catastrophic insurance premiums could go a long way toward
solving the federal deficit if the government devises ways to promise the
services but avoid paying for them. The government will not, of course, simply
receive and keep the revenue while telling the healthcare industry to provide
increased services with no increase in Payments. There are alternatives ¢ .
changing the rules to achieve the game result, however. Current consia ition
of "rebasing" is an example. This is Just 1 euphemism for lowering the rates
hospitals are entitled to. Another option is for the government to freeze rates
for current services, pay something for additional services, ard say that total

payments have increased.

The "case-mix shuffle" can also be used to avoid paying for expanded
cstastrophic coverage. (The government has reduced PPS rates to offsut much of
the effect of increases in case mix, the measure of thu relative complexity of
cases served. While everyone agrees that rates should not increase because of
changes in case coding practices, the industry contends that cases served are

really more complex and has challenged the government to do a study to measure
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the change in coding practices, but the government has refused.) As more
catastrophic cases are served, the government can contend that the increased
complexity apparent in higher case-mix amounts is just the result of a change in
coding practices and deny higher payment for these more complex cases. The

manipulation of payment by changing casv mix is inappropriate.

Failure to recognize increased severity adds to our concern about the inequity
of case-mix arrangements. Patients are being kept alive that would have died
and costly new technologies are more broadly available. Thus the high cost of
serving catastrophic cases is not adequately measured by the current case weight

system. Changes in severity of illness must be recognized.
Payment rules must honor the original commitments, must not offset real case-mix
change by rebasing and case-mix adjustments, and must recognize severity

changes.

CONCLUSION

Attention to catastrophic illness issues is timely. We enthusiastically endorse
more adequate federal financial participation in the catastrophic illness
services that are now being provided. We support petter access to catastrophic
service for as many people as our nation's economy allows. We also support a
financial relationship that is equitable and protects the interests of all

people.

RRK/m1h
4/7/87
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The American Acadeay of Family Physicians is the national
medical specialty organization representing more than 59,000
family physicians, medical students and fam:ily practaice

residents.

We are pleased to have the opportunity to address a problem of
mutual concern to members of this committee and to family
~hysicians throughout the country--the need for access to
catastrophic health coverage for all Americans. We conmend the
members of this committee for the thorough review that you are

giving this subject.

At the outset, we do want to point out that catastrophic
initiatives are of limited good in achieving increased access to
health care, because they are oriented toward coverage of
hospital care, and not preventive or maintenance care, or long
term care. However, the Academy views the effort in Congress to
address catastrophic coverage asg a positive step toward tho
eventual assurance of access to appropriate health care for all

Americans.

Family physicians see, first hand, the r2:2 for ptotect. Owm

catastrophic health care costs. We share with our patients aad
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their families the fear of financial devastation that can result
from serious illness or injury. In our offices we are caring
for patients who require an increased intensity of services
because they are discharged from the hospital earlier--and
sicker. Many of these services are not adequately covered by
Medicare. e struggle with the dilemma of our elderlv patients
whose families are not able to care for them at home, but who
cannot afford nursing home care. Wwe see families forced into
poverty oy health care expenses before meeting Medicaid
eligibility criteria tfor nursing home care. iAnd although we may
not see them, we I'nov there are manv patients who opt tu go

without needed care because of gaps i1n Medicare coverage.

Catastrophic medical events pose a financial threat to Americans
of all ages and therefore the need for catastrophic coverage 1is
not limited to acute care for the Medicare population. Rather,
the need encompasses the acute care expenses of the elderlv,
long term care expenses, and catastrophic coverage of the
general population. The American Academy of Family Phvsicians
has considered the issue of catastrophic coverage from this
troad perspective and has considered various options to address
each of these areas of need. We look forward to working with

you to address catastrophic coverage i1n a ccmprehensive fashion.
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Current Medicars Acute Care Coverage

The financial liability of the Medicare beneficiary for acute
care can become quite substantial under the current svstem as
there is no upper limit an the out of pocket expenses the

elderly may pay for services.

Currently under Medicare Part A the beneficiary must pay 3520
for the first day of hospitalization. The amount serves as the
deductible. Then for days 2-60 of a single spell of 1llness
Medicare covers the inpatient care without charging the
beneficizry. However, the beneficiary liability increases to
$130 per day for days 61-90, and for days over JO (which are
taken from the 60 days of lifetime reserve) the beneficiary

copayment is $260 per day.

Under Part B the annual deductible per beneficiary 1s $73.00.
Part B covers 80% of what Medicare determines 1s a reasonable
charge for physicians services, with the beneficiarv liable for
the 20% copayment, plus any additional amount charged by the
physicians. Neither routine physician services nor outpatient

prescraiption drugs are covered by Medicare.
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Proposals For Catastrophic Coverage of icute Care

Proposals have been introduced in Congress vhich would go 2 long
way tovard limiting out of pocket medical expenses. We commend
the Members of Congress who have thoughtfully contributed to the
current debate on catastrophic health care i1nsurance. Most
discussed are proposals basea on the plan developed by HHS
Secretary Otis Bowen, $.592, S.754 and H.R. 1245, and proposais
introduced by Representatives Stark and Gradison, H.R. 1280 and
H.R. 1281. The AAFP supports provisions in these propcsals to
eliminate coinsurance for hospital s ays and provide unlimited
hospital days after the required deductible 13 met. Another
good feature in both would i1mprove the skilled nursing home

benefit by reducing beneficiaries” coinsurance liability.

The Stark-Gradison approach provides a slightly more
«omprehensive total benefit package than the Bowen proposals and
is also more costly. Other plans are being discussed with more
benefits which also add to the cost of the program. 1ne
fea31bility, administrative samplicity and wide support of the
Bowen plan, however, are extremely attractive features. We
believe these are important features which make 1t possible to

enact this proposal as soon as possible.

R 253



Pz

249

-5-
Financing of Acute Coverage
> While the need for catastrophic health care coverage is clear,

the strategy for providing access to such coverage is not. The
ability to finance a catastrophic program in fact defines the
scope of the coverage that can be provided. The American
Acadeay of Family Physicians encourages Congress to balance
fiscal responsibility with compassion for the elderly in
evaluating proposals for catastrophic coverage.

- g

Patastrophic c%yerage of acute care expenses of the elderly
should be accomplished through restructuring of the Medicare
program. Such a restructuring should limit the financial
liability of the beneficiary for acute care, and cover an
unlinited number of days of acute hospital carc. A responsible
approach to providing this type of Medicare coverage would be to
have Medicare beneficiaries share the cataatrophic risk through
payment of an actuarily sound additional premium. As outlined
in 8.592, this approach would provide a $2000 annual limit for
out of pocket expenses for Medicare covered services, a limit
which would be affordable for nearly all ben-»ficiaries. While a

lower out of pocket limit than $2000 annually may be desirable,
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we are concerned that the additional premium that would be
required to finance the catastrophic program would prove too
costly to low income elderly. In this event subsidized purchase
of the catastrophic policy for low income individuals, perhaps
through a voucher or a t~x credit, might be necessary.

Other proposals, H.R. 1280 and H.R. 1281, would finance the
catastrophic benefit by taxing a portion of the benefit’'s
actuarial value. Approximately 35X of the elderly with the
highest incomes would be taxed under this strategy. It would
avoid imposing additional financial burdens on low income
elderly and additional taxes on current workers. However,
should program costs increase more rapidly than projected or as
additional benefits are added, the increased cost to middle and

higher income beneficiaries could become a financial strain.

CATASTROPHIC COVEPAGE OF CHRONIC OR LONG TERM_CARE

Protecting the population from the costs of long term care for
the chronically 111 also should be addressed by Congress.
Accoraing to the AARP, nursing home stays account for over 80%
of the expenses incurred by older people spending over $2000 per
yz:ar out of pocket for health caic. With Medicare and private
insurance paying an estimated 3% of nursing home costs, Medicaid
is the only alternative available to many of the nation’s

elderly. Life savings and assets are depleted to pay for

O
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nurging home care before Medicaid eligibility requirements are
met. Spouses are left impoverished in order that their partners
receive the care that they need. Family physicians are keenly
aware of the impact of long term care expenses on their

patients, their spouses and their families.

Solutions for providing protection from tiie cat.strophic
expenges of long term care are more difficult to develop than
other components of catastrophic health coverage. The AAFP
believes that the combined efforts of the government and the
private sector are needed to address this problem. Steps taken
immediately to protect some of the population at risk may
stimulate other initiatives which will cover a broader

population.

In the Congressional Record of Mavch 17: Senator Chafee notes
that “approximately one-half of ali Medicare recipients in
nurging homes we.e not initially poor, but spent their income
and resources on long term care before becoming eligible for
Medicaid." The AAFP believes that 4 variety of strategies for
addressing long term care should be considered. Thais
organization supports the following Bowen report

recommendations
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tthe federal government work with the private sector to
educate the public about the riske, costs, and financing
options available for long term care, as well as the
limitation of coverage for such services under Medicare and

Medigap supplemental ins'rance.

sthat the federal government encourage personal savings for
long term care through a tax favored Individual Medical
Account {IMA) combined with insurance, and amend Individual
Retirement Accounts (IRA) provisions to permit tax-free

withdrawal of funds for any long term care expense.

tencouraging development of the private market for long term
care insurance by establishing a refundable tax credit for
long term care ingsurance premiums, providing favorable tax
treatment for long term care insurance reserves and
removing barriers to prefunding long term care benefits

provided by employers to retigees.

toffering employee-paid long term care group insurance as an

option under the Federal Employees Health Benefit Program.

O
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Other options for financing long term care which snouid be
explored include state home equity conversion programs, which
would provide additional iiquidity for house-rich/cash-poor
persons to pay for long term care without being forced *o sell
their homes, and capitated delivery svstems, such as HMOs, to

spread the risk.

The Academy believes that Congress pust consider means of
address:iag the costs of long term care 1n 1ts discussions of
catastrophic coverage, costs which are the major concern of the
population. We believe the above options. yhich have been
endorsed by the American Academy of Familv Phvsicians should be

given serious consideration.

Medigap

An estinated 70 percent of the Medicare population purchases
Medigap policies to supplement what Medicare pays. The elderls
often don't understand what the gaps 1in Medicare coverage really
are, and purchase plans which are not adequate or which do not

cover preexisting conditions. Some purchase mult:ple plans out

o)
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of the feur of financial ruin that a long i1llness can bring only
to find that the plans do not cover their medical care. The
Academy would recommend that the federal government mount an
intensive i1nformation campaign to improve public understanding
of Medicare and Medigap coverage limitations. This 1s
particularly important in the area of long term care. Much of
the public 1s unaware that Medicare does not cover long term
care and that most Medigap policies are structured to address

gaps 1n acute care coverage, not long term care needs.

We are concerned that 1f Congress enacts an acute care
catastrophic benefit the public must be fully informed of the
limitations of Medicare coverage which will still exist.
Beneficiaries will continue to assume financial risk for

unccvered service, various deductibles and coinsurance.
Conclusion

This year there 18 the momentum in Congress to enact legislation
to fill some of the gaps in Medicare coverage. The American
Academy of Family Physicians urges Congress to seize the
opportunity to take this important first step toward the
provision of comprehensive catastrophic health coverage for the

American publaic.

Thank you for the opportunity to appear before you today. I

would be pleased to answer your questions.
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Capitol Place, Buding #3
S0 F Street, NW
Suste 1100
T ‘ephon 302 6361100
Cable Address: Amerhosp
STATEMENT
OF THE
AMER{CAN HOSPITAL ASSOCIATION
T0 THE
COMMITTEE ON LABOR AND HUMAN RESOURCES
OF THE

UNITED STATES SENATE
oN
CATASTROPHIC COVERAGE
April 20, 1987

SUMMARY

Fashioning any comprehensive so!ution to the problem of catastrophic iliress
will require addressing tnree gaps in health insurance coverage: (I)

inadequate Medicare coverage of catastrophic acute care costs, (2) even more
inadequate public and private coverage of long-term care costs, and (3) the
presence of large .uabers of uninsured and underinsured In the non-Medicare

population, AHA's recommendations fall into these three areas.

To address the issue of acute catastrophic illness for Medicare beneficiaries,

AHA suggests:

®  Elimination of existing limits on the coverage of acute inpatient

hospital care;
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[} Expansion of coverage for home health and skilled nursing services
used in lleu of more expensive alternatives, and extending coverage

to prescription pharmaceuticals;

e  Replacesent of the confusing and often counterproductive cost sharing
requiresents with an annual! deductible and uniform coinsurance leveis
for a'1 Parts A and B covered services combined, subject to an annual
out-of-pocket expenditures limit that Is tied to a beneficiary's

[ Institution of a Medicare premium to fund the expanded coverage that
would be paid by 211 beneficlaries, not just those snroiled {n Part
8; and

e  Creution of a program o: ‘pplemental coverage for beneficiarles
eligible for Suppiemental Security Income that would pay the new
Medicare premium thereby effectively reducing req ’~a4 copayment to
zero, and possibly making a supplemental policy a2+~ __ble tu non-SSi

benefliciaries at an actuarlally sound premium.

To address the most cosmon cause of catastrcphic medical expenses among the
aged--long-term care for chronic 1linesses, including those involving
psychlatric diagnoses and requiring rehabllitation * eatment--AHA recommends:

[ Support for the development of private-sector alternatives fur
financing long-term care through tax ircentives for individuais

purchasing long-term care Insurance and for research Into how such

‘ 28
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insurance can be structured, as well as public education as to the
costs and likelihoud of catastrophlc illness jeading to the need for

tong-term care;

o  Separation of the iong-term care component of Medicaid from Its other
coepoients to encourage the development of aiternative methods of
both financing and delivering long-tern care to the elderly who need
pubilic assistance; and

] Substitution with 4 system of federal and state subsidized loans
through which 2 family could “borrow” against a beneficlary's estate
to meet the cost of long-term care to protect the abillty of patients
to return to their homes and to enable dependents of - individuals
neeaing tong-tern care to malintain thelr Independence and dignity.

Finally, concern over the probles of catastrophlic [liness among the Medicare
popuiation should not divert attention froms the significant problem of medical
indigence In the non-Medicare population. For them, the major cause of
catastrophic expense Is acute medical care. To address the catastrophic needs
of the non-Medicare population, AHA recommends:

[ ] Implomentation of putlic- and private-sector [nitiatives to reduce

the number of uninsured and expand private catastrophic coverage;

o  Strengthening of public programs to provide coverage for those

Indiv duals unable to purchase private health inaurance; and
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e  Provision of information to the underinsured, through insurers and

eployers, on the cost and potential value of catastrophic coverage.

The American Hospital Association commends the committee for its willingness
to tackle the multifaceted probiam of providing desperately needed relief for
Americans from the fear of catastrophic iilness and expense. We pledge our
support and cooperation in your work to address this issue.

INTRODUCTION

The issue of catastrophic coverage is of great concern to the American
Hospital Association’s 5,600 m 3bsr health care institutions. Over the past
several years, the AHA has examined a number of alternatives for improving the
Medicare benefit package, for making it more comprehensible to Medicare
beneficiaries, and for ensuring the long-term fiscal soundness of the

program. The AHA also has examined public- and private-sector aiternatives
for addressing the needs of the non-Medicare population who are medically
indigent.

Last December, the AHA had the opportunity to present to another committee of
Congress our recommendations for a comprehensive approach to catastrophic
coverage, addressing needs of the elderly and non-etderly for acute and
long-term care. The Increased level of debate and iInterest that has occurred
since then Is heartening. Several bills have been introduced that address

certain aspects of the catastrophic illness probles, including the
Adainistration's proposal, $.5 introduced in the Senate by Senator Dole.

You are to be commended fcr your willingness to address the multifaceted
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problem of providing desperately needed relief for Americans from tne fear of

catastrophic iliness and expense.

We would like to take this opportunity to review the scope of the catastrophic
11Iness problem and our recommendations for a comprehensive approach to its

resolution, concluding with a few comments on the Administration's proposal.

DIMENSIONS OF CATASTROPHIC ILLNESS

Each year, thousands of families face Financial ruin because one of their
members incurs health care expenses that are not covered by insurance and are
beyond the family's ability to pay. When this happens, a sevious illness
—-which can be a personal catastrophe--becomes a flnancial catastrophe for the
oentire family. Most Americans are protected against the cost of acute medical
caro through either private insurance, Medicare, or Medicaid. But, 37 million
Americans face financial catastrophe from serious illness because they jack
any form of Insurance. An estimated 20 million of the non-Medicare insured
population also may be at risk for catastrophic acute care because of
limitations on privale insurance coverage. Even in the Medicare population, a
substantial amount of acute care must be paid out of pocket because of

limltatlons on Medicare coverage.

Catastrophic expenses result from three gaps in heaith insurance coverage:
inadequate Medicare coverage of catastrophic acute care costs; even more
inadequate public and private coverage of loi,-term care costs; and the
presence of large numbers of uninsured and underinsured in the non-Medicare

popuiation.
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As currently structured, Medicare doas not provide catastrophic coverage, even
for acute care. Acute inpatient hospital care can cause significant
out-of-pocket expenditures for a smail percentage of beneficiaries. For
oxample, a patient staying in the hospital 60 days incurs an inpatient
deductible of $520, plus 20 percent of any physiclian charges. The copayment
totals $4,200 after 90 days and $18,942 after 150 days. This does not happen
very often: In any given year only 20-25 percent of Medicare beneficiaries
require inpatient care, and iess than 1 percent of those hospitalized in an
acute general hospitsi stay more than 60 days. In 1984, beneficlaries
incurred about $4.8 biilion dollars In first-day deductibies--accounting for
98 percent of all copayments and deductibles for general hospital acute care
admissions. When Part A and Part B services are considered, it has been
estimated that about 8 percent of enroliees owed coinsurance and daductibles
In excess $1,024 Ir 1984. It should be noted, however, that new delivery
patterns emphasizing outpatiant c: ~ are creating new gaps between patient
expenses and Medicare coverage and, therefore, new patterns of catastrophic

oxpense.

Although the incidence of acute catastrophic care expenso may be small, most
Medicare beneficlaries may perceive themseives to be "st risk" because
catastrophic expenditures are difficuit to predict, and Medicare coverage
rules are hard to understand. Most Medicare beneficiaries purchase
suppiemental or "wrap-around" coverage, perhaps perceiving it as protection
against catastrophic acute care expsnses or possibly as protection against
long-term care costs ss well. But, "wrap-around" coverage benefits are
limited to Medicare-covered services, which means that even with "wrap-around”

policies, most Medicare beneficiaries still run the risk of Incurring
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catastrophic out-of-pocket acute care expenses and have almost no protection

against long-tere care costs.

Outpatient pharmaceuticais are another significant and groring source of
out-of-pocket expenditures for the elderly, with oniy about 20 percent of such
costs covered bv any fors of insurance. AS more care shifts to
non-institutional settings where Medicare does not cover prescription drugs,
out-of-pocket expenses are increasing. HMany beneficiaries find themseives
choosing between spending limited resources on needed drugs or on the basic
necessities of food and shelter.

Another obvious gap in the Medicare program is catastrophic coverage for thre
treatment of mental illness. Although approximately one-fifth of the Medicare
population should have such treatment (the American Psychiatric Association
astimates), those with mental health problems are subject to a 50/50
copayment, and Medicare wifl pay no more than $250 for outpatient care of
mental or emotional disorders. Those with acute mental illnes:es--episodic or

chronic--require services on a recurrent or continuing basis.

Gaps in insurance coverage also exist for patients needing medical
rehabititation, whether it is the Medicare beneficiary recovering from a
stroke or a young accident victim requiring extensive occupational and

physicai therapy.

Among Medicare beneficiaries, the leading cause of catastrophic expense is
long-term care associated with chron = I1lness. Medicare provides little

coverage for institutional long-term care, consistent with its focus on
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covering the cost of acute medical episodes. More than 90 percent of
expenditures for iong-term care now come from two sources: out-of-pocket
expendltures and Medicaid. Out-of-pocket expenditures by consumers account
for about 45 percent of all !ong-term care expenditures. Among elderly
familles spending more than $2,000 In a year for medicai care, 81.2 percent of
the expenses are for nursing home care, compared with only 10 percent for
hospital care and 5.9 percent for physician care. As a resuit, aimost half of
the 75-year-olds who enter private nursing homes are bankrupt in 13 weeks, and
more than 70 percent exhaust thelr resources after a year. Once these
catastrophic exponditures {.ave been made, the elde:ly can obtaln catastrophic
coverage from Medicald, but by that time the Iliness wili have impoverlished
any non-Institutionalized spouse or deperdent, and thereby pushed more people
Into a state of pubiic dependency.

This use of Medicaid as the payer of last resort for long-term care has
absorbed a large and increasing vroportion of Medicaid funds and put
considerable pressure on funds avaiiable to support the non-Medicare poverty
population. Currently, about three-fourths of all Medicald expenditures are
used to pay iong-term caré costs and other expenses generated by Medicare
enroflieos, leaving about one-fourth for the growing number of non-elderly,
non-disabled poor. This conversion of Medicald into a supplemental policy for
Modicare enrollses exscerbates the third catastrophlic care probiem: the
presence of a large and growing number of uninsured and underinsured
non-elderly. For those without Insurance, any significant [ilness is
general ly catastrophic, and ths nueber of uninsured Is growing. By 1985, 37
million people lacked insurance, one-third of them living below th, poverty
ievel and another third below double the poverty level. This large and
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growing number of uninsured results from two trends: 2n increase in the
nuaber of people below the federal poverty level, and a simultaneous decrease
in the number of people covered biv Medicaid. By 1983, Medicaid covered less
than 40 percent of ..e poor, compared with 65 percent in 1976. For the
uninsured, tne most frequent cause of catastrophic illness is acute care, and

esven moderate expenses can be catastrophic.

The absence o7 Insurance coverage for non-catastrophic acute care may actuaily
increase the Iikellhood of catastrophic fiiness. For exzz:!s, many studies
have shomn that lack of prenatai care, s frequent occurrence among the
uninsured, results in high-risk births and often very high neonatal intensive
care costs. In addition, of those who are iniured, a significant
minority--espacisily those with individual rather than group coverage--atii!
run 8 significant risk of Incurring medicai biiis they cannot pay, and
therefore are "underinsured” for catastrophic care. One study found that
about cne-fourth of ":he non-elderly population——more than 57 milfion people in
1985--is elther uninsured or underinsured. Aithough much of the discussion
regarding catastrophic health insurance has focused on the elderly population,
chiidren and their famiiies siso suffer from the effects nf catastrophic
iliness. Aithough Medicaid covers poor children, benefits vary widely from
state to state. It is estimated that 12 miliion chiidren under the age of 18
are uninsured. And even for familles with insurance, a traumatic chiidhood
lilness or a serious chroniC dizease or disorder could result in financial
catastrophe for the family, either through increased out-of-pocket expenses or
wages lost because of time spent with an 111 chitd.

in 8 sense, uncompensated care costs represent a second stage of catastrophic

care costs, after a person or family can no longer pay out-of-pocket for
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uncovered care. In 1985, uncompensated care (charity care and bad debt)
provided by hospitals to those unable to pay cost hospitais—-and, indirectly,
other hospital patients--$7.4 billion. This was more than doubie the cost in
1980. Given the current conscientious dedt-collection afforts made by
hospitals, this $7.4 billion repressnts costs that patients could not pay,

i.e., clearly catastrophic costs.

in short, while discussions of the catastrophic care problea frequently focus
on the dramatic, relatively rare, acute care expenses of the elderly, the
catastrophic care problea is much broader and much deeper, extending to both
young and old, uninsured and insured.

TOWARD A COMPREHENSIVE SOLUTION

Any corzrehensive solution to the probies of catastrophic iliness must address
the three gaps in health insurance coverage: (1) inadequate Medicare coverage
of catastrophic acute care costs, (2) even more inadequate public and private
coverage of long term care costs, and (3) the presence of large numbers of
uninsured and underinsured in the non-Medicare population. The AHA's
recommendations fall into these th je areas.

Medicare Catastrophic Acute Care

for Medicare canaficiaries, major issues include tho fear of future insoivency
and collapse of the program, and an acute care benefit that covers less and
fess of their expenses.
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Long-term Solvency of Medicare. Alt! _.gh Improved in recent years, the
financial outiook of the Medicare progras remains cioudy. The declining ritio
of workers to beneficiaries wil! contribute to long-term financial instability
in the Medicare program and may piace a severe burden on future generations of
workers. Consequentiy, some have suggested the isposition of a means test to
Iinit the 3ize of the eligible population and to reduce fu-ure expenditures.
Such proposals should be rejected. Universal coverage creatos a strong base
of political support for the program and spreads risk across the entire
population. Also, meny of the non-poor eiderly and diszbiad wouid have major
difficulties obtaining adequate private coverage, and most non-poor eldsrly
would quickly become medically indigent if thuy suffered a catastrophic

iiiness.

Madiczre should continue to provide univarsa! coverage for the elderly and
disabled. Eliglibiiity should not be tied to beneficiary income, but shouid be
tied to the age of eligibliity for Social Security benefits. Basic Medicare
Yenefits should continue to be funded on a pay-as-you-go basis. To address
the actuarial problems anticipated as a result of the changing demographic
structure of the United States, and to fund acute care catastrophic coverage,
Madicare shouid institute a premium, which should “s included In out-of-pocket
costs when cosparing individual expenditures to an annual out-of-pocket

limit. Through Medicaid, Medicare should pay the Medicare premium and provide
supplesental coverage of required colnsurance for Medicare beneficiaries

receiving or e!igible for suppiemental security income (SS1).

Restructuring the Benefit. The original Medicare benefit was structured
around the belief that most acute care occurred In inpatient hospital
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uitlngs. This is no longer entirely true. Services that are not c-vered at
alt by Medicare, such as prescription drugs provided to non-inpatients, have
become an increasingly important part of medical expenditures of the elder!y.
The principal barrier to coverage of prescription pharmaceuticais has been the
fear of substantial utilization and cost increases resulting from coverage for
beraticiaries who use small amounts of services or for whom the costs of such
services are a small percentage of income. These probiems can be reduced by
expanding the set of covered services to include prescription pharmaceuticals,
but limiting that coverage with an annual deductible and copayments until an
annual out-of-pocket |imit is reached.

A more significant problea results from the increased reliance on alternatives
to inpatient hospital care. Expenditures for outpatient services have risen
as care has moved from tne inpatient setting to the outpatient setting--for
exampie, in the . bstitution of outpatient for inpatisnt surgery.
Out-of-pocket expenditures have veen increasing as a result because outpatient

services more often carry copayment requirements.

A second rource cf increased out-of-pocket expenditures has been for covered
skilled nursing facility (SNF) care. The current copayment level virtually

ol ininates the SNF benefit for all but the first 20 days. Medicure limits on
the average daily routine cost allowed for SNF care, which vary by area and
type of facility, range from $60 to $30. Because the current copayment is a
set $65, Medicars only pays from zero to about 25 percent of the cost for days
21 through 100.

A third source of increased out-of-pocket expenditures is skiiled nursing and
home health services for which Medicire coverage is denied. Medicare
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beneficiaries aro often caught up in the patent absurdity of being told they
are not sick enough to warrant admission to a hospital, but they are too sick
to be treated at home, and they cannot be treated in a SNF because they have
not met the three-day prior hospitaiization rule. Medicare administrators
have used the absence of clearly dofined coverage criteria to apply
Increasingly stringent medical criteria to ckiiled nursing and home health
claims, resulting not only in the denial of coverage but also increasing
reluctance on the part of some providers to accept Medicare patients.

The most pressing need is to require that medical review criteria used by
fiscal intermediaries be written and made avallable to providers and
beneficiaries to promote understanding of the benefit and better assessments
of the appropriateness of claims denlals for home care and skilled nursing
care. Making some sense of coverage criteria for these services also shouid
focus on a sorting out of where beneficlaries should be cared for when they
have an acute episode of 11iness, and on providing the flexibility to use the
appropriate leve! service without artificial barriers. In the course of doing
80, 1t will be Important to establish more appropriate conditiors under which
the services will be covered, including: relaxation of the "home~bound" and
"intermittent care” requirements for covered home health care; elimination, in
~hole or In part, of the thres-day prior hospitalization requirement for
receipt of SNF care; and elimination of arbitrary barriers to the provision of
and payment for needad skilled subacute services by qualified hospitals when

extended care services are needed but appropriate placement is unavallable.

Even with Medicare’'s focus on acute inpatient care, some beneficiarles

oxperience catastrophic expenses for their in-hospital care. Beneficiaries
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who exhaust the "basic" inpatient benefit of 60 days can rapidly incur
copaynents amounting to severa! thousand dollars, and each year a small, but
significant, number of beneficiaries exhaust their "lif.time reserve" coverage
of acute inpatient services. For these individuals, and for those
beneficiaries who experience smultiple hospital admissions in a single year,
out-of-pocket expenditures can be substantial.

In addition, beneficiaries often have trouble undorstanding when their care
witt be covered. The use of "benefit pariods" or "speils of illness" to
determine if an inpatient stay is covured is confusing. Elialnating the
Iimits on inpatient coverage would both provide coverage of catastrophic
hosplital stays and would make the Medicare benefit iess confusing to
beneficiaries. Further, the pattern of copayment varies by type of service,
leaving beneficiarles uncertain as to thelr out-of-pocket obligations. An
annual deductible for all covered services, combined with uniform copayment up
to a maximum out-of-pocket limit keyed to income, would establish positive
consumer incentives ant protect all beneficiaries against catastrophic costs.

An SSI suppiementai packrge would protect access for low-income beneficiaries.

To address catastrophic acute care expenses resulting from inadequacies in the

asurrent Medicare benefit package, severai changes should be made:

s Unlimited inpatient hospital care should be covered by eliminating

all current linmits;

() Coverage should be extended to prescription pharmaceuticals; and
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The restrictions on coverage of home health and skilled nursing
services should be revised to permit beneficiaries to make use of
less expensive alternatives to Inpatient acute or long-term care,

e.g., by relaxing the intermittent care and home-bound requirements

for home heaith services and the three-day prior hospitaiization

requirement for SNF services.

The current system of copaywent should be replaced by requirements that
establish positive consumer incentives, that are sensitive to differences in

beneficiary Income, and that are more understandable to beneficiaries:

Combined Part A and Part B expendiiures for covered services should
exceed an annual deductible before Medicare begins to provide

coverage;

After the annua! deductibie has been satisfled, a unlform pe:cantage
copayment should be applied to alt covered services, subject to an
annual out-of-pocket |imit;

®  Once the annual out-of-pocket limit is reached, no additlonal
copayment should bs required; and

¢  The annual out-of-pocket IimIt should varv with beneficiary income.

Supplemental insurance for required copayments and ron-covered services should
continue to be avaliable through private Insurers. As an alternative to

private supplemental Insurance, Medicare could offer a voluntary supplemental

R74
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coverage option that would reduce required annual out-of-pocket expenditures.
This coveragy could be paid for through a premium equal to the actuarial value
of the coverage, and would not e subsidized by tax appropriations to avoid

preempting the private insurance market.

A'so, the creation >f tax incentives to allow individua. Medical Accounts
(iMAs) shouid be considered »s a means of encouraging Medicare beneficiaries
to a ~umulate sufficlent savings for future medica! care costs, including the
purchass of supplemantal coverage, payment of the Medicare premium ard
copayrent amounts, purchase of =rivate long-term cars ins.rance, or payment
for long-term cara. While ‘\s cannct zerve as a corr.arstone for financing
Medicare, tney may reduce the future need to use general revenues or payroll

tar+s to fund care, particularly long-term care.

Offering beneficiaries the option ot enrolling in qual.. ad privats health
plans, which combine the financing and delivery of care and are paid on a
capitation basis, also has potential as a means of providing catastrophic
covarage at lower total costs to the program .nd beneficiaries. The expansion
of these alternatives may be limited in the short term by the absence of
actuarially sound methods of computing premiums or voucher arwunts for
individuals and small groups. Medicare should continue research and
demonstration activities needed to develop and test methods of implementing a

capitatior. option more widely.

Long-Term Care for the Medicare Population

Lang-term care i3 the leading cause nf catastrophic medical expenses among the

elderly. Out-of-pocket expenditures by patients and their familles are Lho
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most Important source of flnancing for long-term care. Medicare covers only
linlted, post-acute skilled nursing care, while Medicaid covers long-term care
at the skilled nursing, Intermediate, and custodial levels. To quallfy for
Medlcaid coverage, It is necessary to spend down savings and investments,
Inciuding investments In a family home. Thus, to qualify for public

assistance, it Is necessary to incur catastrophic expenses.

mnmm“HWMmmummmumnmmummL
Intermediate care facility, home care, and custodial "nursing home" care) has
been, and will continue to be, a shared revponsibility of individuals, the
private sector, and state and federal government. The goals of public policy
should be: to encourage individuals to ~ske provision for long-term care
needs to the extent permitted by their Incoms; to provide accass to needed
long-term care when individual resources are inadequate; and to establish a
more humans alternative to spend-down requirements. To attain these goals, we

believe that:

? The development of private sector alternatives for financing
long-term care should be encouraged through tax incentives and
demonstration projects supporced by both the public and private
sector. [MAs might be structured as a type of long-term care
Ingurance. These initiatives should include efforts to increase
understandinr~ among the elderly and non-elderl; of the need for and

cost of inng-term care;

[ For the population dependent upon publlic assistance, public programs

should stress keeping patients out of Institutional settings, when

0
~1
e
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appropriate, and should encourage innovation in the deiivery of care
to the chronically I1l. The restructuring of Medicaid and creation
of a distinct program of long-term care coverage for low-income

Medicare beneficlaries would encourage such innovation; ano

() To protect the dependents of chronically Il individuals, and to
reduce the risk of long-term depandency by those needing |imited
amounts of long-term care, a federal and state program of loans could
be established through which 2 family con!d "borrow" against a
bensficiary's estate to meet the cost of (ong-term care (Including
skilled nursing, intermedlate, and custodial care) for an
ins*itutionalized family membar. In the case of couples, the
nor-institutional|zed spouse would retain the use of the assets untit

his or her death.

in the long term, It appears that the system of financing long-term care witl
continue to involve both the public and private sectors, aithough current
fublic and private arrangements leave room for substantial improvement. More
work Is needed to develop innovative approaches In both the public and private
soctor, and to identify how Lest to meet the varying needs of different
populations. Proposals such as the IMA, if combined with long-terw care
insurance, offer s potential means of encouraging the development of a more
rational private sy_tem for financing some lony-term care. Proposals to
restructure Medicaid offer a potential maans of making better use of public
funds to care for those unabie to finance their omn care. And the proposed
construction of a "loan" progras provides a wmors dignlfied, and possibly

cost -effective, altornative to Medicaid spend-down requirements.
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Catastrophic 1iiness and the Non-Medlcire Population

Concern wver the problem of catastrophic illness among the Medicare population
should not draw attention away from .he significant probie~ of sedical
indigence In the non-Medicare pogulation. Auong the pcpulation not covered by
Medicare, the major cause of catastrophic expense is acute medical cars. Any
significant {iiness is "catastrophic” for an Individual without health
insurance. Approximately 37 milflon Americans are without health insurance of
any kind, and another 20 milllon are Insured only Intermittently, or have
policies which do not ove- catastrophic {iinesses. When serious iliness
strikes these individuals, they Lacome part of the medically Indigent

population.

Consequently, a major priority for both the pub!ic and private soctor should
be the Implementation of methods to both reduce the number of uninsured and
strengthen public programs to provide coverage for those Indlviduals who are
unable to purchase private health insurance. Appropriate actlons Include the
strengthening of tax Incentives to obtain adequate insurance, the creation of
risk pools for the medicaily uninsurable, and the strsngthening «f Medicaid.
Parallel actlons should be taken to address the Issue of catastrophic iliness
among the Insured population. Insurers and employers should make Information
on the cost arl potential value of catastrophic coverage more widely
avallable, and federal policies shouid encourage the coverage of catastrophlic

illnesses by private insurance.
COMMENTS ON THE ADMINISTRATION'S PROPOSAL

We would also like to take this opportunity to provide some brlof comments on
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the Administration's catastrophic proposal. The Medicare Catastroshic 11lness
Coverage Act (S.592) would: gliminate the day limitations on acute inpatient
hospital care except for inpatlent psychiatric hospital care; eliminate the
confusing s oli-of-iliness concept and limit first-day hospital dec ctibles to
two ver year; eliminate all copayments for inpatient hospitai and skilled
nursing facility care; iimit combined Part A and Part B cost-sharing for
covered services to $2,000 per year; and fund these expanded benefits by
adding an actuarialiy scund premium to the rart B premium, initially estimated
to be $4.92 a month.

These proposed changes in the Medicare acute care benefit would be a first
step in addressing the problem of catastrophic expenses for Medicare
beneficiaries. Although there is only a small expansion of coverage, this and
simitar proposals wouid provide some reilef to those beneficiaries who
experience signi “Icant copayment and deductibls ~xpenses for coversd services;
some peace of mind for those beneficiaries frightened by the possibility of
significant cost sharing for covered services; and simplification of the
benefit and cost sharing provisions so that beneficiaries would be better abie

to assess the value of private Medicare supplemental insurance policles.

Although we urge adoption of a broader catastrophic approach, there are some
modest expansions and alternativa approaches that we believe would improve the
extent to which $.592 deais with the acute care catastrophic needs of Medicare
baneflciaries. They are: (1) better access to non-inpatient acute care
services; (2) elizination of the lifetime Iimit on acute inpatient psychiatric
hospltal care; and (3) providing for income sensitivity in the firincing of

catastrophic coverage.
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Expanding Access to Non-inpatient Care. As discussed In detail above,
significant changes have occurrea in methods for delivering acute care since
the Medicare benefit package was originaily designed. To be effective in
responding to those changes, ' ~ Medicare acute care benefit should be revised
to Inciude outpatient pharmaceuticals (subject to an annual deductible and

copayments) and to provide greater, more flexible use of home health and SNE
services.

Ellminating the Linit on Acute inpatient Psychiatric Care. The 190-day

lifetime 1imit on acute inpatient psychiatric hospltal care--which $.592 would
leave Intact--is outmoded and unnecessary. With extensive uti!ization
controis and coet-per-case [imits on payment, there Is no basis for
perpetuating a two-class system of coverage for psychiatric and
non-psychiatric iiiness. 1t is inappropriate to substitute a )imitation on
benefits for effective utilization reviaw, particularly giv. the active
Involvement of the psychiatric community in substantially improving

utilization controls since Medicare was enacted.

In the past decade, there have been significant advances in psychopharmacology
and blological testing that have resulted in more precise diagnoses and
efficient approaches to treatment. There Is also widespread and persistent
evidence of the reduced rate of ircresse of medical expense following mental
health treatment which argues for the inseparability of mind and body In
health care. All public and private health insurance prograss for financing
health care should include benefits for tha active treatment of mentai iliness
and substance abuse and dependence that are equal to benefits provided for
physical iliness and disability.
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Income Sensltivity In Fin..cing Catastrophic Coverage. 7o generate revenues

to support the expandad coverage, S.592 uses the straight-forward approach of
an actuarially sound promlum. This approach has the advantage of explicitly
relating financing to the cost of beneficiary bensfits. The primary
disadvantage of a premium approach, of course, Is that 1t is not Income
sensitive——an significant disadvantage for the 49 percent of the alderly whose
annual incomes are less than $10,000. Furthermore, S.592 would provide the
ox; anded coverage only to those Medicare beneflciaries who are enrolled in the
Part B program. Although most beneficiaries are enrolled in both Parts A and
8, almost 1 miilion beneficiaries are covered only oy Part A and there is
strong evidence to suggest that they may not be abie t. afford Part B coverage
and are inellgible for Medicaid. A 1980 study showed that, for the most part,
those with only Medicare coverage (unsupplemented by either Medicai” or
private coverage) are those with the greatest medical needs and the fewest
resources--people who are over 75, black, and have low income and education

levels.

Aithough mora complex, the idea of conbining a universal prezium with
protections for low-income beneficiaries merits some examination. For
example, Medicald coverage could be restructured as an SSi supplemental
package to cover copayments and pay the Medicare pramium for those
beneficlaries for whom even |imited out-of-pocket payments would be a
significant burden. For the low-income beneficiary who cannot afford
supplemental insurance and who does not qualify for Medicaid coverage,
counting premiums ‘oward out of-socket 1imits and tying limits to income would

be a major positive step.
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CONCLUSION

Although discussions of the catastrophic care problea frequently focus on the
dramatic, relatively rare, acute care expenses of the elderly, the
catastrophic care problem is much broader and much desper, extending to both
young and old, uninsurad and insured.

Many contend that we, z« a nation, cannot afford to address all but a smail
portion of the problem. We submit that, as an enlightened socliety, we cannot
afford to not address the full scops of the problem. The AMA pledges its
suprort and cocperation in tack!ing this problem, building step by step toward
a comprehensive approach to providing dasperately needed raliof for Americans
from the fear of catastrophic iiiness and expense.

282«
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QUESTIONS FOR OT1S R. BOWEN, M.D. W‘Aa—_

SECRETARY OF BEALTH AND HUNAR SERVICES

1. On February 5, 1987, you icsueé a memorandum to the
Regional Hecalth Adéministrators calling for scrupulous
enforcement of lcngstanding Gepartment policies regarding
Title %X. You called for strict enforcement of both the
Section 1608 abortion prohibition and the PHS Exceptional
Organizations rules. Since, in 1982, the General Accounting
Office clearly indicated that the Departmen® needed to
provide guicance regarding the policy interpretation of
Section 1008 -- namely that Section 1668 pronibits Title X
funds from being used to promote or encourage abortion--what
actions have you taken since February 5 to provide the
guidance needed regarding abortion related activities?

2. Jo Ann Gasper, Deputy Assistant Secretary for
Population Affairs, issued a program instruction on January
21, 1987, which brought to the attention of the Regional ,
Eealttk AGministrators that under the Exceptional Organization
prov.sions of the Gepartment's rules, Regxonal Health
Adninistrators were supposed to review OL:
regardxng their advocacy position. 1n your February 5, 1987,
memorandur to the Regional Health Administrators, you agreed
with this basic intention. It is my understanding that the
Regional Health Administrators have not been reviewing
organizations regarding their advocacy position -- contrazy
to PHS polxcy. ¥ at steps have you taken to insure that the
PHYA's review tlie Ooroanizations' advocacy position rather tharn
.ust the preiecss?

3., The GAC (General Accounting Office) ir 1382 pointeé
ou: areas where the Title X program was in violation oI
statute ané department policy. These areas included:

*+ aportion counseling practices,

* aportion referral practices,

* the use of educational materials whiel link barrier
methods of contraception with earliy abortion in
cese ¢ contraceptave methoo fzilure,

* co-locatior of family planninc clinics with abortior

clinics to reduce the cost of provicéinc abortion
services, ané

T wpmE TEVCERT CF Oulte laree sure--irn Oone case S27,EC0(-
cvs €2 tme T:itle N DIoSlEn TC OIGaniCéIiOong 10DDYing
Icr 2aporIiorn.
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Questions fcr Otis B. Bowen, M.D.
Page Two

The Department of HHS responded to the GAO report by agreexng
that guidance was p2cessary and would be forthcoming. It is

my understanding that HHS has not issued the further guidance
which you promised. Is thes correct? What guidance has been
provided on these icsues since 1¢82?

4. You wrote me on August 12, 1286, on the subject of a
revision of the Title X cuidelines, statino that:

"Under the revised guidelines, counseling and referral
for abortion will no longer be required except in
cases in which this action 1s medically indicategd
because the life of the mother would be endangered if
the pregnancy were carried to term. Grantees vho wish
to "yrovide counseling and referral on all pregnancy
option, including abortion, w:11 still be permitted

to do so when a woman with an unintended pregnancy
nakes an explicit reguest for information and/or
riferral, but such action will no longer be required."”

On September 19, 1986, you acain wrote to me on the subject
of the revised guidelines, and saia:

"The words “are to" are being chanced to "ma: , thus
clarifying that counseling on thLe three optic-s is

not mandated when 2 woman with an uni-tended ,.regnanc:
requests information on her alternative courses of

action. & copy of the guidelines ang

the ner cin
are_enclosed for your reference.® (emphasis acded)

It is my understanding that, in contradiction to the
assurance offered in these letters, no guideline change hat
ever oeen i1ssued. Is that correct? Vhy is this so?

5. Why is the department continuing to require avortion
counsellng for family planning purposes (i.e., to end an
unintended pregnancy) when the Title X statute and
iongstanding HHS Gepartment policy clearly prohibic actions
which promote or enccurage aoortion?

6. You have used the excuse that conference report
language prohibits you from making administrative changes to
Title X as a way of ensurino that the Title ¥ p»rogranm
ouidelines are ro: orought intc conformance with iongstanc:ing
Geparwmens pes:Cy and the Frecadent'’s anti-zoortion DOJlC\
Wny is that? Does your department conside:r iteceif pouncé to
confarence report language? What 1s the basis for this
Getermination?

O
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Questions for Otis R, Bowen, M.D.
Page Three

7. When Congress enacted Title X, we clearly stated-that
programs where abortion is a method of family planning are
not to be funded. Why have you permitted the Public Health
Service to administrative sountermand the intent of Congress
and review only the "project®? "Project” is apparently
Cefined by HHS as the activity for which Title X'funds vere
provided, and since Title X funds can’t be used for abortion,
anything abortion-related is simply determined to be excluded
from the project. {This is, I think, a tautology.) Will you
go back to _he language of the law, and excluée funding of
Title X proiects in procrams where abortion is a method of
family planning?

8. The co-location of abortion clinics with Title X
family planning clinics clearly promot.s abortion by cloaking
abortion activities in the respectabilily of the family
planning,program. Co-location also reduces the cost of
operating the abortion clinics and therefore represents an
illegal subsidy of abortion. Wbat actions have you taken, or
will you take, to restrict the co-location of abortion
clinics with family planning clinics?

9. I would like to commend you for your efforts in
support.ng the Administration's pro-lifc legislation.
Clearly this initiative is important. We must not lose
sight, however, that certain problems within the Title X
program can be resolved administratively (i.e. review of
advocacy organizations abortion counseling and referrai,
co-location of family planning and abortion clinics,
restricting support of abortion lobbying). wWhat steps are
you taking Lo ensure that the Title X program is administered
in stric. conformance with the law and applicable rules ané
regulations since this has not been done in the past?
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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of the Sectetary
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.
onsa

Washington, 0C 20201

Mr. James Powell

Committee on Laboc ard Buman Regources
United States Senate

Washington, D.C. 205i0

Dear Mr. Powell:
Znclosed are regponses to the additional questions from the April 8
catastrophic health insurance hearing of the Labor and Human Rescurces
Conmittee. Pleage excuse the delay in responding to your request.

Sincerely,

patricia Knight

Deputy Assistant! tary

for Legislation/Health

Enclosures
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Question 1

On FPebruary 5, 1987, you issued a memorandum to the Regional
Health Administrators calling for scrupulous enforcement of
longstanding department policies regarding Title X.

for strict enforcement of both the section 1008 abortion
prohibition and the PHS Exceptional Organizations rules.

in 1982, the General Accounting Office clearly indicated that the
Department needed to provide guidance regarding the policy
interpretation of Section 1008 -- namely that Section 1008
prohibits Title X funds from being used to promote or encourage
abortion -- what actions have you taken since February 5 to

provide the guidance needed regarding abortion related

Answer

September 1, 1987.

President .eagan's pledge to strengthen and clarify rules which
prohibit abortion or abortion-related activities in the Title X
family planning program.

[o]
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activities?

Attached is a copy of the notice of proposed rulemaking which the
Department published in the Federal Register on
These proposed regulations will carry out

The proposed regulations will:

make clear that a project which provides
counseling and referral for abortion services
as a method of family planning will not be
eligible for Title X funds;

require Title X-supported projects tc keep
their projects entirely separate and
distinct, financially and physically, from
any abortion-related activities; and

prohibit Title X projects from taking actions
which encourage, promote or advocate abortion
as a method of family planning, or which
assist a woman in obtaining an abortion as a
method of family planning.
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Questicn 2

Jo Ann Gasper, Deputy Assistant Secretary for Population Affairs,
issued a program instruction on January 21, 1987, which brought
to the attention of the negional Health Administrators that under
the Exceptional Organization provisions of the Department's
rules, Regional Health Administrators were supposed to review
organizations regarding their advocacy position. 1In your
February 5, 1987, memorandum to the Regional Health
Administrators, you agreed with this basic intention. It is my
understanding that the Regional Health Administrators have not
been reviewing organizations regarding their advocacy position —-
contrary to PHS policy. What steps have you taken to insure that
the RHA's review the organizations' advocacy position rather than
just the project?

Answer

While the Regional Health Administrators review all projects for
compliance with Section 1008, clarification is needcd on the
exceptional organizations policy. Attached is a copy of a recent
0IG letter to Senator Humphrey responding to several questions on
the matter of exceptional orcanizations policy. 1In that letter,
the 0IG strongly recommends that the PHS Manual chapter be
revised and re-issued (in the form of a regulation, if necessary)
to clarify departmental po.icy regarding advocacy organizations
and make the policy enforceable. ~ 0IG further recommends that
such a revision be undertakepr by t Public Health Service (PHS)
in conjunction with the 2ffice of General Counsel (OGC) to ensure
that the current legal vulnerabilities identified by OGC are
fully addressed. This action is now being pursued by the Public
Health Service.

7
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Question 3

The GAO (General Accounting office) in 1982 nointed out areas
where the Title X program was in violation or statuta and
department policy. These areas included:

* abortion counseling practices,

* abortion referral practices,
* the use of educational materials which link barrier
methods of contraception with early abortion in the
case of contraceptive method failure,

co-location of family planning clinics with atortion
clinics to reduce the cost of providing abortion
services, and

* the payment of quite large sums -- in one case $27,000
- out of the Title X program to organizations lobbying
for abortion,

The Department responded to the GAO report by agreeing that
guidance was necessary and would be forthcoming. 1t is my
understanding that HHS has not issued the further guidance
which you promised. It this correct? What guidance has been
provided on these issues since 19827

Answver

The September 1, 1987 proposed regulations will clarify rutes
which prohibit abortion or abortion-related activities in the
Title X family planning program. The proposed regulations
will require that a Title X-supported project provide an
assurance satisfactory to the Secretary that it does not
include abortion as a method family planning. The assurance
must include representations as to compliance with specific
requirements, including:

o A project which provides counseling and referral for
abortion services as a method of family planning is not
eligible to receive funds. 1In addition, gince Title x
funds are essentially intended for preventive family
planning, services related to pregnancy care aftexr
pregnancy is diagnosed may not be provided with Title x
funds.

o A project must be kept entirely separate and distinct,
financially and physically, from any abortion-related
activities. This requirement includes maintaining
separate financial, accounting, personnel, and medical
record systems and separately maintaining other project
functions and physical facilities in such a manner as
to clearly separate Title X funded activities from
abortion-related activities.

289
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Answer to Question 3 continued:

° A project may take no action which encourages, promotes or
advocates abortion as a method of family planning, or which
assists a woman in obtaining an abortion as a method of
family planning. Lobbying for the passage of pro-abortion
legislation, providing speakers to argue for abortion as a

4 method of family planning, or paying dues to organizations
that advocate abortion as a method of family planning are
all prohibited activities under the proposed rules.

290
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Question 4

.

You wrote me on August 19, 1986, on the subject of a revision of
the Title X guidelines, stating that:

"Under the revised guidelines, counseling and

referral for abortion will no longer be

tequired except in cases in which this action

is medically indicated because the 1ife of X
the mother would be r.1dangered i{f the

pregnancy were carried to term. Grantees who

wish to provide counseling and referral on

all pregnancy options, including abortion,

will still be permitted to do so wher. a woman

with an unintended gregnancy makes an ¢
explicit request for information and/or

referral, but such action will no longer be

required.”

On September 19, 1986, you again wrote to me on the subject of
the revised guidelines, and said:

*The words "are to" are being changed to
"may,” thus clarifying that counseling on the
three options is not mandated when a woman
with an unintended pregnancy requests
information on her alternative courses of
action. A copy of the guidelines and the new
change are enclosed for your refasrence.”
(emphasis added)

It is my understanding that, in contradiction to the assurance
offered in these letters, no guideline change has ever been
issued. Is that correct? Wwhy is this so?

Answer

The Department's September 1, 1987 proposed rules for standards
of compliance with the Title X statutory prohibition on use of
appropriated funds in programs where abortion ic a method of
family planning would prohibit counseling and referral for
abortion in all instances. Under the proposed rules, options
counseling would no longer be permitted in Title X clinics. When
the proposed regulations become final in December, they will
supersede the present Title X guidelines to the extent that the
guidelines are inconsistent with the final rules. After the
firal rules are issued, the Department intends to issue revised
Title X guidelines reflecting the new regulatory standards.

Q 291
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Question 5

why is the department contiruing to require abortion counseling
for family planning purposes (i.e., to end an unintended
pregnancy) when the Title X ctatute and longstanding HHS
department policy clearly Prohibit actions which promote or
encourage abortion?

Answer

The proposed rules will prohibit Title X projects from providing
counseling and referrals for abortion. In order to give effect
to the statutory prohibition on the use of Title X appropriated
funds in projects where abortion is a method of family planning,
under the proposed regulations, a project which Provides
counseling and referral for abortion Services as a method of
family planning will not be eligible for Title X funds.




Question 6

You have used the excuse that conference report language
prohibits you from making administrative changes to Title X as a
way of ensuring that the Title X program guidelines are not
brought into conformance with longstanding department policy and
the President's anti-abortion policy. Wwhy is this? Does your
department consider itself bound to conference report language?
what is the basis for this determination?

Answer
The Pepartment is not legally bound by conference report language
and ¢n September 1, 1987 published proposed rules to give effect

to the statutory prohibition on the use of Title X funds in ¢
programs where abortion is a method of family planning.
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Question 7

Whca Congress enacted Title X, we clearly stated that programs
where abortion is a method of family planning are not to be
funded. Why have you permitted the Public Health Service to
administratively countermand the intent of Congress and review
only the "project?" “Project” is arparently defined by HHS as
the activity for which Title X funas were provided, and since
Title X funds can't be used for abortion, anything aborticn-

g related is simply determined to be excluded from the project.
{This is, I think, a tautology.) Will you go back to the
language of the law, and exclude funding of Title X projects in
programs where abortion is a method of family planning?

Answer
3 —

Definitions clarifying the confusion over the terminology of
"grantee," "organization," "program®” and "project" are {ncluded
in the September 1, 1987 proposcd rules for the Title X family
planning program.

The proposed regulation gefines "grantee” as the organization to
which a grant is awarded under section 1001 of the Public Health
Service Act. "Organization," as applied to an applicant for or
grantee of funds under Title X, means any public or private
nonprofit entity in a State. An organization may operate
multiple family planning or related program or projects.
"Project" or "program,* which are used interchangeably in the
regulations, both refer to the identified activity approved for
support under the Title X program, unless the context indicates
otherwise. The proposed rules apply only to a Title X-funded
"program” or "project": that is, "the identified activity
approved by the granting agency for support.” The proposed rules
in'no way purport to restrict an organization's activities in
programs that are supported otherwise than by Title X funds.
This limitatzinn on the scope of the rpropesed rules reflects the
express application of the section 1608 prohibition to
"programs,® and the statute's legislation history to the same
effect.
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Question 8

The co-location of abortion clinfcs with Title X family planning
clinics clearly promotes abortion by cloaking abortion activities
in the respectability of the family planning program. Co-
location also reduces the cost of operating the abortion clinics
and therefore represents an illegal subsidy of abortion. What
action have you taken, or will your take, to restrict the co-
location of abortion clinics with family planning clinics?

Answer

The September 1, 1987 notice of proposed rulemaking would require
Title X-supported projects to keep their projects entirely
separate and distinct, financially and physically, from any
abortion-related activities.
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Question 9

I would like to commend you for your efforts in supporting the
Administration's pro-life legislation, Clearly, this initiative
is important. We must not lose sight, however, that certain
problems within the Title X Program can be resolved
administratively (i.e., review of advocacy organizations,
abortion counseling and referral, co-location of family planning
and abortion clinics, restricting support

of abortion lobbying)., wWhat steps are you ~king to ensure
conformance with the law and applicable rules and requlations
since this has not been done in the past?

Answer

The September 1, 1987 notice of proposed rulemaking establishes
stardards for family planning services projects to comply with
the statutory prohibition on the use of appropriated funds in
programs where abortion is a method of family planning, These
proposed regulations should improve compliance by grantees with
the statute and facilitate monitoring of compliance,
Specifically, the proposed regulations will:

o make clear that a project which provides
counseling and referral for abortion services
as a method of family planning will not be
eligible for Title X funds; -

o require Title X-supported projects to keep
their projects entirely separate and
distinct, financially and physiczlly, from
any abortion-related activities; and

o prohibit Title X projects from taking actions
which encourage, promote or advocate abortion
as a method of family planning, or which
ascist a woman in obtaining an abortion as a
meth.d of family planning.
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m 1, 1987

Part V

Department of
Health and Human
Services

Public Heaith Service

42 CFR Part 59

Statutory Prohibition on Use of
Appropriated Funds in Frograms Where
Abortion fs 8 Method of Family Planning;
Standard of Compliance for Family
Planning Services Projects; Proposed
Rules
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1. 1967 | Prop

d Rules

Thn‘ll!fmdlmmhldmubﬂwm
and the

De; t intends to issue revised
Title X suidelines ia coaf
therawith.

Backgromnd

Title X of the Public Health Service
Adwumctedlnlmbyl’ub Lo~
572 Title X izes the S y of

mamuumm

parenthood requires hiferent
stttedes b-ud ‘humap life once conceived
than toward the lnphymem ofpmmmve
contraceptive devices or methods. What is
unphmed convaceptively doe; not

Health and Human Services to, among
other things, make grants to public and
private nc t entities “to assist in
vo "«".'., famy piaaniog project
volun y p! proj
which slall .:ﬂder & broad range of

Hective famil |
methods and servi
1001(s} of the Public Helltb Serviu Ad.

eee

116 Cong. Rec. 37375 [1970).

lncohlnhglheyurpouohecu on
2008 R ngell indicated in
his ﬂoarmlunmu zhn this provision
was intended to prohibit more than the
actual condoct of sbortions. Rather—
w}ith the “probibition of abortion™
Ln):-cn-u— tle X. section 1008~the
clearly intend that

42U.S.C 300(a)- Ap % of
the funds sppropriated for Title x since
have been used to fund

specific for pls

the mmluy requirement that none of
the ux wpwupﬂnh ted nnd;r Title X
may programs where
abortion is a method of farmily planni

famy planning service projects under
section 1001(a). At present, 90 services
grants are funded ander se- don 1001(s}:
these grants fund the provision of

This change is being mpoud to brin;

the compliance

programs

conformity wilh tha statutory ban on

ndi use of Title X appropriated funds.
The proposed amendments should

bygr with
thu statute and facilitste 1 montoring of
compliance by PiiS.
OATE Comments must be in writing and
be recelvedby No\-mberz. 1967 ll is
int d that final

1ol Y family 1§ services ot

nppmx!mutzly 3.900 clinic sites.
Since ensctment, Title X has

A the followd e at

section 1008: ha
{njone of the funds approptiated under this ttle
shall be used in programs where abortioa te 8
method of family planning

The legislative history of Title X in
genml. and of lect!on 108 in
parti reflects s fund

promulgated within 45 days followln;
tha close of the sbove noted comment
penod.

ADDRESS: Comments should be sent to
the Deputy Asststant Secretary for
Population Affairs. Department of
Health and Human Servi,

23993. L’Enfant Plazs. Washington. DC
20028-3903

POR PURTHER IMPORMATION CONTACT:
Nabers Cabaniss at 202-245-0152

dizh v the provision of
preve ) and other pre-p o

amily unnlnglen'leel. on the one
band, and abortion on the other As was
stated in the Conference Report:

[i}t is, and hes been, the {ntent of both
Houses that funds authorized arder this
iegislation be used only 10 support prevenuve
famuly planning services, population
research. infertihty un-leu And other n.ned
medical. inf> and

through this act. 118 Cong. Rec. 37375 [1970).

He also observed that—

’Ilfd&n is any direct relationship between
amily planning and abortion. it would be

this, that pmperly opcmed hmﬂy phnnlng

Abwﬂan.ld.

Thus, it is clear that Title X is meant
to fund the provision of preventive and
other pre-pregnancy family planning
services. and not to promote or
encourage abortion in any way.

HHS"s inter- etation of these policies
over the y ears, bowerer, has not
provided clear standards for
and HHS personnel. In 1982, the
Department’s Office of the Inspector
General (OIG). after auditing 32 Title X

cs. found that the Department’s
fmlure to provide specific program
guidance rega: the acope of section
1008 had created confusion abeut
precisely what activities were
prom-ibed by lhe section. and had
in prectice by

activites. The conferees bave adopted the
langusge contained in gection 1008, whch
the use of suck funds for abortion.

I Resg
that the | Department of Health and
Human Services would. within 30 days.
publish draft ations gove
grants under Title X of the Public Health
Service Acl. 42 U.SC 300, e/ seg. to
e effect 10 the statutory prohubition
on the use of Title X appropriates funds
in prog-ams that include sbortion s a
niethod of family planning. Set out
below are the De partment’s proposed
along with e of
the bnh lnd %urpon of the
e

" 4

in order 10 make clear thus intent. Conf Rep
No. #1-1667 9181 Cong.. 2nd Sess o-o(mo)

Whle the Conference Report refiects
the conferees’ understanding that
certain “medical. tnformational and
educational sctivities™ are authonred
unde* Title X. itis clear that these
activites must be “relatcd” to

‘preventive family phnning senaces.

ntees ln particular the OIG sudits

g‘und that the clinica were reiying upon
the Department's policy of perrutting
both Title X family planning services
and separately funded abortion-related
activities to be provided st a sing'e site
Similar findings were noted by the
Gen: ral Accounting Office (GAO) in an
audit of 14 Tutle X chinics. also
conducted 1n 1982. GAQ wenton to

d lhll “the

clea:

.
1 quid.

popalation h ard Y

Y
fncorp lmo te Title X program
and HHS'

services.” Id. Actions thatp
abortion are mmifeﬂly dmincl from
these jes. This

position on the szope of the abortion

herein. when they become final, will
automatically supersede the present
Title X gusdelines to the extent those
gudelines are inchasistent with the final
rules After the final rules are issued the

emphasized by the explicit conmﬂ
between abortion and famuly pleaning
drawn in the floor s*atement of
Representative Dingell. the sponsor of
section 1008, nho stated

' Regulations implemen (g pecti o WD ety
1 bally jssved to 1977 (38 FR 18488, Sept 15197}
464 revised in 1980 (48 FR 37638, huoe 3 1960) to
both cases. the regulations atated thar Title X
profects could not prov-Ge sbortoe 12 & methad of
fazwy planstng.
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restriction in section 1000." 8 The on the scope of the proposed referral” for abortion and nondirective
Mdenl‘lldyﬂhd‘gwﬂnhﬁ&. mhthwﬂunwr;‘u ppk e w::ul
lary was based upon the section 1008 prouibition to prohlbiudby pk‘lclinum
demot streied nesd for in “programs,” and the statute’s tive  theory dul such activities do ) Botk
isting HHS progr {deli history to the same effect. It is the
.wnmlzi‘l’l‘s‘c‘ mndmnml. &om“hwh ohbnrm‘l'bu.!hamml'rmcx
e power under 00~ t the govermnment may favor  program guidelines
4{e}. HHS has batein proposed 1o revise norma) childbirth by refusing to fund or hmmmmw.mmﬁ
the tions Tile X808  oromote abortion, but it may not
to the of ol g preclude org whoss progr family ;mw-d«
the statutory probibition in section 1008,  receive government funds from using nu-memvwammrud
and to establish elandards for t resources in otber “nondirectss" counseling an #'] options,
compliance with section 1008 thet will  programs that may include aborti including sb for dealing with tha
permit sdequate monilol wg of such related activilies. The proposed unintended pregnancy. As clearly
?x"&"muu"""a"".rmm'x’“ hnce e vy e Sootmpleled by Tde X end 1
das f or stive 3
standards that give effect 1o the activities of granise organizations when  planning” is meant to sddress plans and
prohibition in section 1000 is nm-ry such activities are entirely outaidsof.  methods for facilitating or preventing
to by and seperata from, & Title X-funded , B0t for terminating it. As
mmimmﬁtmlm'mm pngnm. mmwm
exmn-M&%:ﬁm. md o mﬂdombo::apc.m related tv pregaancy care after
proposed trengthen les derive direct]; cndlmthn Sgnacy diagoosis, or any services
Department’s ability to monitor the L ’ m.m"gmm ) a:t,lhod of
eomplimeewilhucdonmnbv in Implementing section 1008, 008, Sce. 3¢, fanily planning, ars owtaide tha scope of
providing a clearer basis for measuring pmpoudim(nlldnlhpunlo ccﬂvlunuwuudby'mhxfmds.
uiremacts. Paady, ot prepove of o ormf Counael
Ui e
rulnwmmbl;kmlsm n‘l:u lborﬂon-nhbdmvim!mmhmuy cetiﬂtynm..mbu-krmolhlbor’mum
section 1008 by providing o basls lsmo(lehlinglnpmtauuvlﬂuﬂul Congres: 10 be ¢ significant part
tioa for disallowance of costa of encourage. promote or 4 lvocate “family planning services™ unmuax
lermination of program funding whet®  gbartion ss & method of family planning  funds were to be used 1 fund. Thus,
noncampliance exists. by legal action to make cgorﬂon “mere referral” and counsaling are
Provisions of the Proposed Rules available as 2 method of family clearly covered by the proliibition in
1a X axihorizes for femii oe by developinyor section 1008 on as a wethod of
‘;m‘ avy “"’m 0 Jennly distributing matertals advocating family planning.
rh"‘“":]‘;&%m "'Mw‘m sbortion as a method of family In addition, it is unreasonable to
Tl 'm'““hl N fr ik odaaioh planning). Since these rules representno  essume thet counseling and referrals for
rod include o m.r:!u substantial change from prioe practice, it  abortion do not “sncowrage o
$ro, below mpmonl would be most helpful if any P b ‘.Spodﬂully. the
m“"""d‘ ts intend “:7 .n{'dnmcthh in these arees contain suggestions for of programs for

congressional mandate by
clunluu'rm-mehhmdb

lmprmcnl ::..dmpmopmuom

mnlwmhhpwvido

amily planning Proposec” § 907, requiring that

;\r:;‘dn:lnpt'mdccbom m Pwm:nmkbgﬂlhmxﬂfmdin‘smm
22‘1:.%',,;, e NPT (o tode lb:ﬂmuc?ylhodolhmﬂy
financlslly and , from any planning. imilar
abortion-relat acﬂv?ﬂl:'x andthste  Toquiment 'h;l';mwur-ds“ n 3’;;“‘"
T ) oot 50.5{aX9) &8 n effect o
promots or advocate sbortion as & 8X9). 88 1971 through
method of femily planning. mlN&V § 507, bowever, more

The stions, b hxum ] section 1008,
cpplyoulylou"?lf:x-lmded hﬂm‘:lmvpo%ac&qnm
“program” or “project”: that is, “the esigned mﬂmm Secatary
identified activity spproved by the ::fdﬂlh:‘:': app ca tion stage
granting agezwy for support™ HHS 'm ; m:vﬂl e
f;.',‘:{' ﬁfmm“mm "‘,,,"“"m 9‘.‘," with tha statutory prohibition. If s

purpors lo ~2«trict an orgenization's
activities in programs that are supported
otherwise than by Title X funds.
Definitions dulfyhg this lrmlnology

Manning Programe Need Clu 4ication.” p.
22(1962) (hecsalior referred to 23 the GAO Report).

RIC

Aruitoxt provided by Eic:

applicant for Title X funde cannof
demonstrate that it will comply wm: e
statutory prohibition by eondncth‘

action; ometlieg oncomming”
course of o counse!
sbortion would be pointless in the
sbsence of an expectation that some
womem receiving such counse
choosa to have an a"ortion.
providing & referral s tabortion
facilitates the obt=ining of sbortion, and
tha intended and actual effectof &
referral program is that st Jeast some
women referred will seloct abortion a3 &
method of family planning. Thus, aven if
and referral were
not prohibited by the express language
of section 1(m as family planning
services that include sbertion, the
mnulorypnrpm of section 1008 not to
ot encourage abortion would b
ter cﬂocmud by progosed § 508,
In order. thzsedore, to conform

y
tos requirements of es:
proposed rules, it will nol be llig!hlc for
Title X funds.
Propused § 50.8 prohibiu TitleX
projects from providing eounulln: and
referrala for abortion. In the past, “mers

gram policies with tha genera)
lululory timitation on the ues of Titla X
fundl for “family phnnln; services” and
the specific bition in section 1008
on the use of Titla X funds In programs
where aborti.1 is & method of family
plenning. as well as to better effectuata
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e £ S —————————————— e e A Lo et ot e m—
e ————— —a—
the of not p i Department may amend the language tn  gmousts to little more then an
:vhibnn on.pmpo:ddim iso.s(t:})l(::&\hoﬁndmlnlno{'deto accounting fictfon. .
counseling insure proposed change , one putpose of proposed
SmioETET. S TR
8 $nancy care ! ted activities.
uﬁepv:ruuyh Oneofthe  pepj i?j:'ﬁf?:mn:‘-' In “"‘uzth’m”f d to further
effects thg‘oue segulations will be 1o Depurtment’s existing policy that enforcement of the statutory
insure the ability of sbortion-~«lated services must be requirement of section 1008 that
organizations or programs that 10 “separgte and diatinet” from a Title X- abortion not be a method of family
engage in abortion-related activities to funded program. new planning in & Title X program. Meeting
n:l’t;’auh proposed ;n :..ltelaw ru:eq tunof fone relating to %glhxn“ be . ‘!?og:'!
prohibits counseling or referral foe secords systems and the physical they have an a; te integrity and
lpomon.uweﬂumndm separation of a Tatle X profect from any other activities
:fm::mnq“ Al Sated functions ot faclites. mﬁ&%ﬂé&ﬂ%‘:m
The requirement of proposed § 509 s
l’:lbnldd:.mhdm!?;ml;l;ﬁ’o that grantees maintat project medical ﬂ&thmm;m
e e L N o e epiet oy [ e e
facilities when mzw:m toc.” sbortion-telaled operations is based the n tee is a t zy
Refersale | ;}: i squarely on the congressional intent that T‘ :’W ¢ :
health-care providers who provide abortion not be a part of & Tile X betng inciuded as & method of sy
12] cao and dol: w\h ol funded program. In this the M“l 45 8 me ’
& provid ’\hcv“:x.; femals. D% is d that lemovlnmp.ropondimh
P P 1] inelad er,
are 0ot used as an indirect means to mm;:m:l‘:ti;m o m"" independently Justified by the need to
Howeven oo that oo o sbortion clents with Til X clients.and  Preveat existing or poteatal chents of
Departmeny’ view of this provision Y Inhiblt monitoring of the eet o_mmm—*mdl briod \;. t lhtm
4 requiring reerrals for aborben Ttongured by tecton 1008 e e st By
cases where itis medically indicated, Tt ProPosediule thus seeks toenyure  SYTRENY S0n ShotoR By
auch 83 where continuation of ths :l;dw “m"mm“ﬂ . Rreepuabl l;t;. actioned
i Ildins on-re .nnjn'
the xnmhe»:ol‘?:l Ig € e of from Tie X funded programs and g:‘wmd hmﬂ"‘y : i 'ﬂ?m'
Trocite s pronosd - © faclilating program mondtoring. fn fact, e 7T  oes i common facilines
;::lon toinsure thet Tutle X gm‘: m‘ ’f’;:.'h;u ) poiy Tiotates the tatent of Cox:f:u
coumscing or Sbe oot ehiag e B4R The Dpurimencors po, Py secton 108 Lt T X
the issue of “medical ind, " for heref 4 m"m(”"“ y " ab Thus. p d
luborl\:on Rather. consstent wi the equirement will impose substs o §590prohibits mting & Tile X-

t t expressed N rogram
lh?l'u. t;:ee l;;::’uleon of pmenpvue.-nd grantees. Seethe GAO Report. p 8. ;:m:mﬂmﬁ‘ld m::‘hp in use ofln *
other pre-pregnancy famly planning The provasions of proposed § 509 shared physical facilities—for example.
services—§ 508 requires that pregnant  relating 1o physical separation of with respect to weiting. consultation.
wormen be referred outside of the Tile X abv:hon activities and family plenning ¢y ymination. and treatment areas. It
project for prenatal care and other programs. while new. effectuate the also prolubits Title X-funded projects

related medica) services. n no case.
therefore. ghould a Title X-funded family
Flanning p make a determination
of the approprieteness of abortion.

Read togeiber with proposed § 50.8.

§ 59.5(b){1) w2! thus requure referral in
2.3y case where pregrancy is diagnosed.
Speaifically whena womanwhois
already pregrar: comes to a T X.
furded famil\ p.unning program the
program muse provide her with a full
Lanng of Lcesed hea'th care provicess
of appropr:ete ;renatal medical care
&nd delisen senaces. from whick she
=8) select Thus regurrement s
cons.stent with the iegislative design of
T Ce X as a progrem hinuted to funding
Present e and other pre-pregnancy
fornily plann.ng services.

The Departmect solicits comments
selatng not only 10 proposed § S3.8 b,
ulso to its intended effect upon the
me2ning of § $0.5(b)1) U necessany the

uaderiying policy of section 1008. in the
past. HHS has not consistently
Interpreted the starute 50 as to prohibat
$ *.ations where the Title X project
shares physical fac:i:ties (such as a
COMmmOn wating or treatment ares) with
& pro,ect providung abornon services.
HHS haa now concluded. homeser that
a requiremrent of phy tica! sep is
~ecer to hen the enf.

from sharing office entrances and exits
with an abortion facality. These
proposed requirements effectuate the
Polic) expressed in section 1008 that
T.de X projects not include abortion as
a method of fem:ly planming

One additonal provision beiow—
propcsed § 58 10(0){1? (relating to
psyment of dues to advocacy

of the preh:binon in section 1006
lapract:ce animpermissible use of
T e X funds msy occur whien the
physical facihny of & grantze
oganizanon s Title A.funded family
7'anng program ov erlsps that of its
abortion-related operations Even where
the srictest accounting and charging of
expenses is performed. shared facihities
aneniizbly nceed se she LkeLhood that &
vrolstion will occur and lead to
situahons where the assertion that a
progrem does not “include” ahortion

3N0

O'Rar.ZetOLS) s change
frorz current program requirements. The
provision of proposed § 59 10{a}{1)
prohubiting payment of dues wath project
furas 1o ady ocacy organizations 1s
necessary 10 ensure that Title X funds
are not &direcdy used to adiance
objecures that are not onl) inconsistent
with Title X, but specafically protubited
by sect.on 1008 Absent the restricuon in
oroposed § 58 10(a}{1) neither the
Department nor the grantee could
ensure thst Title X funds will not be
used to encourage or promote
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abortion—activities which are List of Sublects n 42 CFR Part 30 {a)(11) are redesignated as paragrapha
prohibited by section 1008 See the CAO ity planning—biih control, Graat  (8)(8) through {a}{10) respeciivaly.
Report. pp. 24-26. ;mm.—huhh. Haalth facilities. 550.7 eough 50.13 (edesigneted ss
wmmmmwﬂ Dated: Avge. - . 987, $5 50.11 through $8.17)
Robert K. Windom, 4. huﬂm%“n7mh
Assisiort Secrelory for Heolth. 50.13 are tod as 8 58.11
.‘P'w‘:ywd rules oty ”‘M”' \pp vl m’; fousiy through 58.17 respectively. and new
ﬂu.anloe'..thmmuu. 0l 2. Bowee, 18 507 through 50.10 are added toread
d';'c i pmpoudmluuw Secretary. s follows:
nate "d"ﬁ}t_ o or the reasons sst out In the i'd-" Stondards of c.mplience with
! 'h \e it is hereby proposed to sbortien.
provision of abortion-relatod services. AofPart 0, 42Codeof A project may not recsive funds under
and as a result the proposed rules Fes ot Ruuhuom. &s out forth below,  this subpart unjess it provides assurance
should to this extent produce a setisfactory to !h. Secretary that it does
reduction I;\:‘h ht'l'ld:. X-funded PART 50—{AMENDED] ?m include .bom;‘:h.. amethod of
programs. The axoeption is propoesd 1. The suthority citation for Subpart A~ fenily planaing. Such ssurance mus
:mnhﬂuwm:hbmﬂon- ?gﬁmmsohnﬂudwmm lndudt.n;mlnm\lm.wﬂllﬂonl
to the wE he ba Secrets nquuu sato
‘l:’mﬂon. " Authority: 42 US.C. 300s-4. :om.?lhnm M!he;aych of the Yo
approxima approximately 2 1n 42 CFR 50.2, the following 50.8 through 50.10. A
3.900 Title x-mhd family planning  definitions sre added project aup| under this subpart
sites are phy lucated near must y with such requirements at
facilitios that provide abortion sc-sices. GN (Ml all times during the project period.
Of these 80, It is unknown how many ” means the process
currently meet the requir==cats of oluub objectives for ths number %&M"mu
mHom.InMohhe and spacing of a family’s children, and m“"‘b‘m
act that the potential number of sites %mm (including patural ~ POY™
affected is smayl, and In view of tha fact  family p! metbods, adoption, () In order to give effect to the
thet current requirements under Title X infertility services and genaral ;(mul«ry prohlbfl‘t‘l:n on the use °L}$},:
alrudy peohiblt any direct subridy of mmmmm!:ﬁg&w aho s a method of family planning.

onmwhh'l'l xfmﬂy
funds,

fmled which provides cous seling and
! for abortion services arva
method of family planning ia no eligible
to receive funds this subpart. ln
addition. because Title X funde are
ded only for family planning,

the D d. As s

ll is unu'kcly that the proposed *uls family 7l|nnln¢ doel not Include
‘would have economic consequences uﬂrhu or counullng nhled 10
even approaching the threshold Jor
major economic consequences as dhpoud(lndudlns pmuu.l or poﬂ-
defined in Kxecutive Order 12201, ing), or

Fot the I reasons, wad nhlodmvimmnrahluwm
consistentwith the provisions of the statutory prohibition on the inclusion of
Rogu! . .,nwbun,,m“ USC nborﬂonunmethod of f dypl
005{b,, w08 Secrelery also certifies that  Proper family planning
this rule will not have significant the mcideace of sborion.
economic impact on & oy substantia} “Grantee™ maans the organization to
aumber of small entities. which a grant is awarded under section

1001 of tha Public Health Service Act.

Paperwork Reduction Act tiun,” as applied to an

Dr 4§57 andp d§509 for or grantee of funds under
contain collsction of information ucﬂon 1001 of the Public Health Service
requirements which are subject to Act, means any public of private
teview by the Office of M nonprofit onmylnnsmt Ajﬂlﬂ

may operate m: ]

and Budget (OMB) under section 3504(h) .01 clanning or related progrems or

of the Paperwork Reducti.n Act of 1080,
44 U.3.C. Chapter 35. The Depmmvnl
will submit an infe i

projects.
“Program” and “yro}ect." which are

request to OMB foz its review.
Organizations and individuals
dairing to mbmll commenta on this

should direct them to the agency officia}
designated for this pu: whose name
appears {n the mnm and to the
Office of Information and Regulatory
Affairs, OMB, New Executive Offics
Building (Room 3208). Wa lhlmton. nc
20503, Attn.: Desk Officer for HHS.

use Interch
regulations, both refer to tha ldamL“.ed
activity approved by the Secretary for
support under scetion 1001 of the Public
Health Service Act, unless the context
indicates otherwise

“Title X" means Title X of the Public
Haalth Service Act. 42 U.S.C. 300, ef seq

$50.5 (Amended]
3 1n 42CFR 39 5, parngraph (a){S) is
removed and paragrapha (a}{6) through

L
-
Puvd

servicea nh(;“;m car‘; after
pregnancy may not
provided with Title X funds. Where
appropriate, medical or soctal service
rymll for non-'n.la X supported
services shall be made by providiog a
full list ol I:Aﬂlbll health care
o

mcdlul care and dallvery services and/
or sociai service agencies from which a
family {:hnn!na clisnt may select. Such
referrals may not, however. be used a3
an indirect means lo encoursge or

:u.s0te abortion In viclation of section
1008, scch as consclously weighting the
liat of refe:rala in favor of health care
proviaers and/or faciliies which
provide abortions. One effect of thesa
req .ations will be to Insure the ability
of aligible or

rograms that refuse to sngege in
abortion-related sctivities to receive
support under this subpart.

{b) Examples. (1) A pregnant ciient at

a family planning clinic supported with
Thle X funds solicits prenatal care
services. Clinic personnel are medically
qualified 10 provide such services
Nonetheless. provision of such services

£
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is sutside the scope of family planning simultansouly amd Akhough the *-1
by Tie X. Whh&mm myb myh
llAdhnuu% Nothing oa the axterior of the abortioa the joint Asancial
M-ﬂhm:: -« Mum%wmdmup::u mud;:d'hhm:.ﬁ;dhnﬂym
P 'um'...aue’ orgenized as separeie entities. phe trom

sections on ai."an. Becanse wee of the 2) A nonprofit organisation opersies A project under this
film and the brochurs O-wicts abortion bo(ﬁ)abuﬂonmdhnnyphm n&mmyuzmwch
nu—thd:fml:nypl-n;:\ dtnl?.&t.d'huzudd.-mnolhdl:? DcouTages, or ady
clinic woold sligiti- orecs. ares same personnel, method of
Title X funds: S il drvcr o o iy - or which weite 8 womans o Datning
!_'." ion of lb""—.;mlwaﬁ “uwel!. '.? & ;\cﬂm‘“‘ e A‘Mlo
())A wader this clients e, P or '
bt ety 4 et i ertonchlc " shorin s etedof Ly g
#ad distinct, fioancially and physiaally,  planging only in the aftermoon. (.:n.’ g Cbtats bortion
Tom any shortoosletcd actrities.  The DAORIAR T method offamdly pemive. Soch.
. oand medical systoms 'nm'tu.n:th.umu:r:run ll‘)n : fotlhapul‘:nlolpm-
and separeieiv main other project mhmm nbwﬁ%&nm speakers
and ja)stcal faclibes use the same antomobiles. office o foe sbortion as & metbod of
(inel me)h;ﬂ fartishings, and sdverth The ?@Mdngﬂo' -
stationary s llmﬂyﬂmmhtﬂl a eethod of family planning
Funded seivitie frus 2bortensus w‘wﬂﬁﬁ_“ﬂﬁ‘“@ {2) Using legal action to make
activities. This requirement prohibits. by  pcitries. et lVlﬂ!N:'h way abortionas a
way of example, comenon w. 13) A privata. nonpeofit corpors. on method planning: .
consultation, exemination, operstes & planaing prograsa {3} Developing, assisting in
treatiment areas: shared telephone (Program A) and & program w devalopment of, posting ¢
and recep includes abortion-related services g in sny way
names for eligible and ineligible (Program B). Both programs are operated  {(ncluding printed matier and audio-
and a8 parts of the same corporete entity, visual materials) that advocata abortion
and extis. Although common street or with commeon directors and officers, a8 a method of famly
mailing addresses will presump Prograza A and Program B ofics  (b) Examples. (1) A family planning
constituts a faljure t5 separate space leased under the terms of a clinic provides thoss of its clients who
froms ke eopans whidh T e st ot e Olow | ochares veribig an sborin e
wi tn
lbuumnlmolhmﬂyplm‘ :?mh‘:llctlouhd ferent Snclnn«'vka!won]'__"em:mn-..oL 3

city. Program A malntaios entire]
A ] records nol,

grant applicants mey seek to estabt
tha reasonableness of

B. The programs
lolngn‘dum::;mc‘iunmmn

different M‘:p.llho factof p?ydu!
10 use of sppropristed funds in an
ineligible is likely.

(b) £x, . (1) A nonpeofit family
oand family planning chinics

ngs . A
“separete and distinct, ydm nd
financlally,” from L 8. )

{4) A private, noaprofit orgsniza

operates both a fi
that receives Title X

P of
(2) A family planning clin'c pay dues
toan mmlng'on that dcvotc's»n'
Ebbying s Cangees or oguloed
or

abortion lews. This activity would
. . p ot ad -
abortion

(3) A family planning clinic displays
in its walting room posters
clients to write their lepalative

P to them lo vota
“pro choice™ on legislation, and
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distributes post cards for tha same in making ap, at aborti tegisl utilizing no project funds to
purposs. The clinic is angsged in clinics. Tha provision of auch services do 30. The aligebility of the r’miecl or
“ ging. p ing o advocating”  would violate section 1008. Title X funds would be unaffected by
abortion. (5) Py 1 of a family plannt their advocacy of abortion.

(4) A family planning clinic that project write thelr legislative [FR Doc. 87-20216 Filed $-31.47: 845 am]

receives Title X funds assistsits clients  representatives in support of pro-choice  seimo co08 4we-1e-4
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{' g DEPARTMENT OF HEALTH & HUMAN SELVICLS Office ¢ 1nspector General
3, -
N, Washington, 0C 20201
A5 12 1007
22
The Honorable Gordon J. Humphrey
United States Senate
Washington, D.C. 20510
~ Dear Senator Humphrey:

This i8 in response to your letter of July 7, 1987,

« concerning the¢ Department's extension of training grants
under title X of the Public Health Service (PHS) Act to
Planned Parenthood of Wisconsin and Planned Parenthood
Pederation of America. More specifically, you requested
that this office review the award of grant funds to these
two organizations, "to determine if the action was
consistent with the law and Department policy and
regulations, especially reqgarding ‘exceptional
organizations.'® You further asked that we respond to
nine questions concerning the grant awards.

This office has reviewed voluminous records pertaining to
the grant awards in question. For the reasons get forth
below, we have fourd that there are inconsistercies and
other serious flaws and weuknesses in the PHS policy
pertaining tv advocacy organizations, and are recommending
that they be revised, clarified ard strengthened.

Purther, given the problems witi the policy, the General
Counsel's off{ice concluded that this policy could not
successfully be relied upon a. a basis for withholding the
grant extensions. Therefore, it appears that the
Department's action in extending these grant awards did
not give rise to an actionable violation of governing law.
Pollowing is a discussion of the bases for these
conclusions.

In response to your inquiry, this office reviewed grant
documents and audit records perlaining to the' two grantees
and their complianco with the abortion prohibition of
title X. This review disclosed that Planned Parenthood of
Wisconsin was among 32 titlu X grantees specifically
audited by the Office of Inspector General (0IG) in 1982,
That audit failec to disclose any instance in which the
grantee had violated the abortion restriction of title X.
The OIG audit also did not find that this grantee had
engaged in unlawful lobbying (for abortion or otherwise)
using Federal funds. Any such activity was supported
using nonfrderal funds. Further, our review of audit
reports praepared by certified public accounting firms
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which audited Planned Parenthood of Wisconsin and the
Flanned Parenthood Federation of America identified no
deficiencies in financial or program management. For your
information, a copy of the OIG audit and a related audit
conducted by the General Accounting Office (in which GAO
reached the same conclusions as did we) are enclosed. In
addition, we have enclosed for your review the grant award
documents, financial status reports and certified public
accountants' reports for the two grantees (Enclosure 1).

Because the Inspector General is barred by law frém
exercising program operating responsibilities (42 U.s.C.
3526(a)), and because your redquest poses questions calling
for legal and policy determinations, we were compclled to
discuss the issues you raised with program officials of
the Public Health Service (PHS) and with the Office of
General Counsel (OGC). The General Counsel provided us a
legal opinion which had been prepared at his request for
the purpose of addressing the legal issues pertaining to
the extension of the grant awards to the two Planned
Parenthood affiliates. With the concurrence of t*e
General Counsel, we have enclosed their memorandum
(Enclosure 2).

Very briefly, the OGC opinion concludes that a refusal to
extend grant awards based solely on ‘an undocumented
assessment that the prospective grantees were advocacy
organizations under Chapter 700 of the .HS Grants
Administration Manual would be subject to attack on a
numbe; of diverse legal grounds, and would likely not
surv. o judicial review. Among the legal problems
identified by the General Counsel are: (1) the
interpretation of Chapter 700 proposed by the Office of
Population Affairs is at odds with the statutory abortion
prohibition of title X which does not prohibit grantees
from engaging in abortion~-related activities so long as
they do so entirely with nonfederal funds and in a prodram
that is entirely separate from the title ¥-fund:.d project;
(2) the PHS Manual provisions themselves do no’ clearly
authorize denial or delay of grant awards priosz to a
review of the grantee's application and a determination
that it is an advocacy organization; (3) a refusal to
award a grant based exclusively on the grantee's privately
funded conduct raises constitutional questions under the
recent Supreme Court case of Babbitt v. Planned
Parenthood; (4} without underlying evidence of violations
of title X by the grantees in question, and given their
successful completion of a 3-year grant cycle, it is
likely that a court would f£ind the Department's refusal to
extend the grants arbitrary and capricious; and (5) the
Manual was never promulgated as a formal rule and
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therefore is not enforceable against the Department. fThis
office has found no basis to disagree with the legal
conclusions of the OGC.

FINDINGS

Applying the opinion of the 0GC, we found that there are
serious ambiguities in the Manual provisions concerning
advocacy orornizations, and with application of those
provisions so as to deny funding to prospective grantees.
Because of these and other vulnerabilities, the PHS Manual
chapter should be revised and re-issued so as to clarify
PHS policy regarding advocacy organizations and make the
policy enforceable. 1In addition to the legal problems
discussed above, cur review of Chapter 700 has disclosed
various internal inconsistencies and deficiencies that
should be clarified in the revised policy on advocacy
organizations. fThese include:

[} There is an apparent contradiction in
Chapter 700 concerning the ability of PHS to
deny grant awards to advocacy organizations.
Section 700.7(a) states thet the advocacy
organizations provision "is not intended to
limit in any way the eligibility of advocacy
organizations to receive'grants nor to allow
approval or disapproval of the goals of the
advocacy organization to affect the PHS agency's
decision whether or not to award the grant.”
However, at section 700.7(b)(3), the same
Chapter states that where "an organization's
commitment to its own goals involves the strong
likelihood that grant funds may be misused . . .
the option of not awarding the grant should be
carefully considered.” fThe revised policy
should reconcile these tyo seemingly
inconsistent provisions.

.

11t should be noted that the departmentwide grant
policy, as expressed in Chapter 1-05 of the Grants
Administration Manual, also addresses grants to advocacy
organizations. However, this guidance is fairly general,
in that it requires only that the head of a granting
agency notify the Executive Secretary of grants to
high-risk advocacy organizations. Thus, the PHS Manual
currently goes beyond departmentwide policy. The relevant
section of the Department's Manual is enclosed for your
review (Enclosure 3).
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Section 700.7(b) of the PHS Manual currently
sets forth various risks associated with
awarding grants to advocacy organizations. The
Manual, however, provides no guidance as to the
kinds of facts that would be considered evidence
of unacceptable advocacy; not merely its
potential risks. As a result, PHS grant
officials, grant applicants and auditors have no
clear criteria to determine whether a potential
dgrantee is an advocacy organization.

Section 700.7(b) of the Nanual entitled "General
Considerations,® states that in making awards to
advocacy organizations, the awarding agency
should.take "special care,” and should
"incorporate appropriate controls, and provide
for close monitoring of the grantee." However,
the Manual does not adequately specify those
actions available to the granting office when it
identifies an applicant as an advocacy
organization. Such guidance is necessary to
ensure consistent, effective application of the
policy.

The nine specific questions you posed largely call for
legal interpretations of rules pertaining to the
pepartment's programs and, as such, are addressed at
length in the legal opinion and other materials
accompanying this letter. However, we do have a comment
on your questions as to whether the two training grantees
qualify as "advocacy organizations® under Chapter 700 of
the PHS Manual. As written, that chapter provides
insufficient criteria for determining whether an applicant
meets the definition of advocacy organi.ations.

Therefore, as noted above, our recommendations, in part,
call upon PHS to revise their Manual to provide clear
standards for identifying such organizations. The need
for clarification in this particu’ar context is consistent
with the nore general finding cc tained in the 1982 01G
audit report that there was a need for more explicit
guidelines to define the scope of prohibited
abortion-related activities.

RECOMMENDATIONS

On the basis of the findings listed above, we are strongly
recommending that the PHS Manual chapter be revised and
re-issued (in the form of a regulation, if necessary) so
as to clarify departmental policy regarding advocacy
organizations and make the policy enforceable. Such a
revision should be undertaken by PHS in conjunction with




303

Page 5 - The Honorable Gordon J. Humphrey

OGC to ensure that the current legal vulnerabilities
identified by 0GC are fully addresse3d. The revised policy
should also accomplish the following:

[} The contradiction contained in the current
policy as to whether a prospective grantee's
status as an advocacy orgaunization may be
grounds for denying a grant award should be
eliminated. Any revision in this regard should
be reviewe@ by OGC to ensure that it is
constitutional in light of Babbitt. :

o The revised policy should clearly stipulate what
kinds of facts would be considered evidence of
unacceptable advocacy. Such guidelines would
provide needed criteriz for both PHS grants
officials and grant applicants to determine
whether a potential grantee is an advocacy
organization requiring special attention. These
standards would also furnish criteria for
auditors and other Department officials to use
in reviewing determinations made under the
policy.

o The revised policy should state clearly the
actions that are available to the granting
office when it identifies a grant applicant as
an advocacy organization. The options could
include delaying the award pending
implementation of specified safeguards by the
grantee, or making the award but providing for
tecknical assistance or special reporting by the
grantee. Although the determination of whether
an organization is an advocacy organization
under Chapter 760 should not be delayed until a
grant award is imminent, PHS should consider
including specific authorization for a short
term-extension of existing grants where
necessary to obtain information with respect to
advocacy activities.

A memorandun containing all of our recommendations will pe
sent to the Assistant Secretary for Health in the near
future. We will, of coursz, provide you with a copy of
that memorandum when it is prepared.

CONCLUSION

In summary, based in large measure on the legal
conclusions of the OGC, with which we have found no
independent basis to disagree, the action of the
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Department in extending these two grants does not appear
to have been in violation of governing law. However, in
order to avoid confusion in the future over the scope and
application of the PHS policy with respect to edvocacy
organizations, we are recommending that that policy be
clarified and made enforceable. Specifically, the revised
Manual should provide criteria to ensure that advocacy
organizations are identified, and that the Department has
available appropriate and enforceable preventive and
remedial actions to fully safequard the Department's
interests under the applicable grant program. .

A final note. As jou know, on July 30, 1987 President
Reagan directed the Department to publish revised
regulations to better describe the scope of the abortion
prohibition of title X. These revised regulations will,
in part, set standards restricting advocacy activities by
title X grantees. 1In addition, the rules will prohibit
grantees from providing counseling and referral for
abortion services, and will require rrantees to segregate
any abortion-related services from the title X supported
project. The President directed that these rules be
published within 30 days, so they will be published
shortly. You are likely to find that the revised rules
will address some of the same policy concerns that appear
to underlie the questions posed in your letter.

We hope that the above information and enclosed materials
are responsive to your needs. Should you have any
additional questions, please do not hesitate to contact

me.
. -Sincerely yours,
1
N ~ /
AN I W R VTRV
Richard P. Kusserow
Inspector General
Enclosures

O
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Senator Cochran

QUESTIGN: Hr. Secretary, what is your reaction to the argument 1 have
heard that your proposai will unfairly supplant insurance coverage that
is now being offered by private insurance companies?

ANSWER: Senator Cochran, I believe that the Medigap or insurance
industry would not be "desiroyed” or totally replaced, as some
have charged. As I meationed in my remarks, it is probable that
insurors would have to rewrite or adjust some of their policies,
but there stfll will be a vast market for them. For example,
there would be a market for the $2,000 cap, or for things that
Medicare does not presently-tTover, such as prescription drugs or
dental care.

In addition, the debate on the catastrophic insurance proposal nas
opened up an excellent dialogue on the long-term care issue. It seems
to me that the gates would be wide-open for long-term care insurance.
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| Senator Apams. The Com- ittee will stand in recess.
| [Whereupon, at 1:29 p.m., the Committee was adjourned.]
‘ 0]
|
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